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ROYAL COMMISSION ON CO-OPHRATIVES - 


The Commission appointed to inquire into the 
present position of Co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative position of persons engaged in 
business directly competitive therewith, met 

in Ottawa, on Wednesday, April 18, 1945. 


PRESENT: 
The Hon. Mr. Justice BRROL M. McDOUGALL, Chairman, 


B.N. ARNASON ) 
Cae Eb LoTT ) 
J.M. NADEAU ) 

) 


Commissioners. 
dads. VAUGHAN 


Hugene, T. Parker, K.C. ) Associate 
Roger Brossard, K.C. ) Counsel 
Major H.D. Woods ) Associate 
J.A. Chapdelaine ) Registrars. 
Colonel G.W. Ross ) Executive 
) Secretary. 
APPEARANCES: 
Wab. Prancis, Group of Co-operative 
Associations 
Well, Howard, K.0., Private Grain Interests 
Veer Oe moro, Kat Private Grain Interests 
Boo Nipliken, K.c., Saskatchewan Co-operatives 
GwW. Mason, K.C., American Reciprecal 
Association 
Yo oven Grey, KC, Factory Mutual Fire Insurance 
Companies 
Hon. Sosa. Hayden, KiGs, American Mutual Alliance 
N.S. Robertson, Ontario Cash Mutuals | 


Russell MacKenzie, K.C., Canadian Board of Marine 


Underwriters 
Jaume RO ) . 
hime: Geoifxrion, £.C, Joint Stock Companies 
4. Leslie Ham | 
Jean-Paul Verschelden ) La Societe Mutuelle 


Dt Assurances Generales 
Dollard Dansgereau ) fe CoM Bra an Si Oe 8 
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LA SOCIETE MUTUELLE D! ASSURANCES 
GENERALES de L'U.C.C. 


(French - pp. 5904 = 5979) 
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AMERICAN MUTUAL ALLIANCE 


MRe HAYDEN: I notice in looking at the transoript that 
i made one statement yesterday which was not accurate. I 
Have no doubt I made it; since it is reported, but I should 
like to correct it. At page 5880, at the bottom of the page, 
I made the statement that 98 per cent of what I think I called 
the unabsorbed premium was returned to the policy holder. 
What I should have said was that 98 per cent of the net 
premiums was used in paying losses and expenses, and in the 
return or dividend to tne policyholder, so that only 2 per 
cent of the net premium was held back by the company. That 
appears absolutely clear, even to the percentages, in the 
appendices; but for some reason or other I misstated it when 
I was ae eas statement on it. 

Then in case there might be some confusion by reason of 
the fact that in appendix 4 there appears in connection with 
quite a number of these companies in some years, taking for 
instance appendix 4, page 3, dealing with the Indiana Lumber-= 
mens Mutual Insurance Company it shows that in the year 1943 
that company, as far as its Canadian operation was concerned, 
had a minus underwriting gain; in other words it had an 
underwriting loss; yet they paid out moneys to the policy- 
holders. The net result was that the minus balance went 
ine I wanted to cirect your attention to the fact that 
this statement has lifted out of the larger company . state- 
ment, which covers the United States operation as well as 
Canadian, just the Canadian end of it. Tf iH y945, Tor 
instance, Canadian policyholders received a dividend at a 
time when, in relation to their premiums paid, the losses 
and expenses were so high that there was no underwriting gain, 


then it means that they got the benefit of being in a larger 
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group or a larger pool. So it does not mean that in the 
business of the company in that year, having regard to its 
United States and Canadian operations, there was any payment 
of dividend in excess of the underwriting gain. Et just 
means that when you segregate the Canadian business, the 
Canadian policyholders had an advantage that year because the 
over-all picture was better than the Canadian picture. oince 
it is a pool; since it is a mutual insurance, they got their 
percentage of the over-all operation. It is one company. 

The other thing I wanted to mention was that last evening 
I ventured the statement that the British and foreign corpor- 
ations under the Income War Tax Act procedure or formula 
did not include as part of their taxable income their invest- 
ment income: Having reviewed that situation in the interim 
I am in a position where I feel I can state that to be a fact. 
If there is any doubt about it, we can easily get some 
rerson from the income tax department to satisfy us on that. 

THE CHAIRMAN: ») (That is the point Mr. Glassco 
discussed with us this morning. We can get that information, 

MR. HAYDEN: For the purposes of this inquiry, from my 
point of view I am stating it as a fact as strongly as I can, 
I have examined some of the statements as contained in the 
insurance reports: 

While a previous counsel was presenting a brief there was 
some question of the relevancy of questions relating to the 
operations of the Special War Revenue Act for the purposes 
of this inquiry. If that question is to become important 
at any stage, I would reserve my right to argue the relevancy 
2) aoe ooo As I understand it, at some time it is intended to 
hear argument? 

TIE CHATRMAN: Well, after we complete this week and 


possibly next week I cannot see any room for any argument 
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coming then. 

MR.» HAYDEN: There are things that have not been said, 
certainly by me; I have stuck as closely as I could to state- 
ments of fact, on the understanding that at some stage 
argument might be presented. 

THE CHAIRMAN: The arguments have been presented in the 
brief, and in other briefs, on that aspect of the case. 

MR. HAYDEN: Well, the main brief presented by the 
clients whom I represent adheres as closely as possible to 
statements of fact; and the reply purports only to deal with 
certain what we regard to be misstatements of fact in the 
brief of the joint stock companies. 

THE CHATRMAN: I think we have almost promised final 
argument, if it is found necessary, either orally or later 
in writing. 

MR. HAYDEN: In either form that would be satisfactory, 
but there are some views I have hesitated to take the time 
of the Commission in expressing, because I thought this part 
of the inquiry was to ascertain factually the position, 
and I have been trying to stay in that field. 

Subject to these considerations I propose now to call 


Mre Gruhn, 


Ae Vo. GRUHN 


Of the City of Chicago, having been 
duly sworn, testified as follows: 


BY MR. HAYDEN: 

Qo Mr~ Gruhn, what is your position in relation to 
mutual insurance operation? A. Well, first I am the 
general manager of the American Mutual Alliance, which is 
a voluntary association of mutual fire and casualty companies 


doing business in the United States, a few of which operate 
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in Canada, The Alliance is composed of three constituent 
associations which work in cooperation, but which maintain 
individual identies, such as the Federation of Mutual Fire 
Insurance Companies, which is a voluntary association of 
mutual fire companies; the National Association of Mutual 
Casualty Companies, which is a voluntary association of mutual 
casualty insurance companies, and the National Association of 
Automotive Mutual Insurance Companies, which is an organization 
of automobile writing insurance companies. The American 
Mutual Alliance is the common organization through which they 
cooperate and function. 

Qe Could you indicate some of the purposes? 

A. I can state them exactly. as they are set out in the 
objects of the association, if you care to have them all. 

Qe I do not want them all. I made the statement yester- 
day that the function of the American Mutual Alliance, for 
instance, related to making statements and representations at 
tax inquiries, for example? A. Not only that. The object: 
are as follows: 

"le To provide a centralized organization for 
cooperation with and between the mutual fire and casualty 
insurance companies of the United States and to enc ourage 
cooperation among all such companies, 

"2. To assist commissioners and Superintendents of 
insurance and other state and federal supervisory 
authorities in all helpful ways in improving conditions 
in the insurance field and in raising and keeping the 
operation of the insurance business on a high plane 
in the interests of the insuring public, 

"3, To encourage and promote adequate, reasonable 
and uniform legislation relating to mutual insurance and 


to the prevention and reduction of losseSe 
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"4, To gather and collate information and experience 
concerning insurance, rates and hazards." 

That is something we have not undertaken. 

"5, To eliminate hazards, prevent and reduce losses 
and to cooperate with approved agencies for these purposes, 

"6, To consider and recommend proper and desirable 
standards, methods, and practices, to encourage uniformity 
and to do any and all ee necessary or incidental 
to the accomplishment of these objects to the end that the 
benefits of mutual insurance may be made available to 
every insurable risk. 

"7, To give publicity through all available 
channels on the subject of mutual insurance," 

Q. Are you acquainted with the operations of most 
mutual, insurance companies in the United States? 

A. In-a general way, and I think for the purposes of thi- 
inquiry, as we understand it, I am. Of course, as to the 
minute details of every organization, I do not claim to have 
all that information. 

Qe Are you directly connected with any mutual insurance 
company? Ae Oh, NOs 

Q» Are all the American mutual insurance companies 
corporations? Ae Yes. There are over 2,600 mutual fire 
and casualty companies in the United States. There may be 
a few old, special legislative charter companies remaining 
in business. If so I am not aware of them; but even down 
to the small local farm company, they are practically all 
incorporated, 

Q- Then do most of the American mutuals operate in the 
Same manner as these thirteen companies that have made their 
submission here through me? A. All mutual insurance 
companies -operate in general on the same fundamental 


principles. There are incidents of operation which differ. 
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The vast majority of the companies, I think about 2,200 of 
them, city and town and farm and assessment companies in 

the United States, are all fundamentally mutual. The 
policyholders are members; but in their contribution of 
premiums to the companies, those incidents Vary. As to the 
companies in general, commercial and dwelling house fields, 
which number the remainder between the more than 2,600 and 
this approximately 2,200 -- and those figures are given 
roughly -~ they operate in general in the same manner as do 
the Alliance companies in Canada. The factory mutual 
method of operation in the field is limited to a small number 
of companies. 

Q* There has been, I think I could say, a considerable 
discussion during the last several days, as to the form of 
the non-stock mutual companies or non=stock insurers, and 
whether that type of insurer is an “~ssociation or a gr oup 
for an organization or an enterprise, which I think was one 
word that was used, or a partnership or a corporation, 
and whether reserves are established and moneys invested 
and re-insurance arrangements entered into -- we have had 
all those factors gone into, I wonder if you would tell me 
what you have to say on those points, in so far as the mutual 
insurance operations are concerned? 

Ae Well, to cut through the various definitions and 
meanings that various individuals may apply to words or terms, 
and to eliminate the fact that in the common understanding 
of certain phases of insurance there are certain trade 
terms that have been developed which mean all things to some 
and some things to all, and a few things to a few, and that 
sort of thing; for the purpose of getting down to what I 
regard as the nub of this ditestdn. I will say this, per- 


taining to our companies, and by four” companies I am 
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talking not in the possessive sense but in the sense that 
we engage together in a common purpose. 

The. mutual company is a company in which the policy- 
holders make common cause in securing and furnishing their 
own insurance protection. Whether that common effort is 
ina corporate form or incorporated form or a partnership, 
whatever it might be, the purpose does not change by reason 
of the form of the organization which is the service office 
that collects the premiums, shall I say, and administers the 
funds. That work is done by managers selected by the boards 
of directors, who perform their duties in accordance with 
their instructions, All of these various insurance groups 
represent methods by which the policyholders combine for 
protection; and the policvholders combine and make contri- 
butions to pay losses and expenses, even in a stock company, 
But there the purpose of the corporation, the purpose of those 
who make common cause in the corporate entity, those who are 
the owners of the corporate entity, is to operate the service 
organization for their profits That does not mean they 
do Hot render a valuable service. 

BY THE CHATRMAN: 

Q. You can combine :Profit:< and service, can you not? 
Ae Oh, absolutely; that is what I am saying. If they did 
not furnish service; if they did not furnish protection, 
they would not exist. But the purpose of the organization 
is to make a profit for third-party interests, who are share- 
holders and who are interested in making a profit legitimately 
by rendering a services. 

Please bear this in mind; that in a stock insurance 
Company the policyholder has not transferred his risk from 
himself to the shareholder. He still carries a large stake 


in the hazards of the enterprise, to the same degree and 
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probably in some cases to a ereater degree than holders of 
equity capital where the enterprisers are Supposed to carry 
the burdens and the responsibilities and the losses. They 
do not by any means furnish guaranteed protection, because 
in an insurance company, I do not care what kind it is, 

the policyholders pay in advance for Something they may 
never get. The purchaser of an automobile, when he pays 
his money, gets an automobile, The equity shareholder 

of the corporation, be it an industrial or merchandising or 
ordinary distributing corporation, hazards that money, and 
he carries the sole haverd for its loss. But in a stock 
insurance company the hazard of the enterprise is shared 

by the policyholder, because he pays in advance, In case 
of failure he stands a chance of losing his premiums and if 
he has had a loss and there have been a number of losses, 

a series of losses, during the period while the company was 
going down, he may not be paid dollar for dollar the less 
for which he contracted when he gave his premium, 

Now I want to say as to mtual companies, that they 
represent solely the polisyholders. The policyholders make 
no investment in the company. They pay their premium, and 
I am using the word "premium" in the broadest sense in that 
it represents contribution that each policyholder makes 
to a common fund out of which the losses of the few are 
indemnified, The venture is in no way a profit venture, 

It is not organized for the purpose; it is not operated for 
the purpose, 

Again to cut through and aave a good many questions, 
there are reserves, of hesessity; and I will go into that 
at the proper time. There are reserves, and there are 
surpluses, In the insurance business the protection of 


policyholders cannot be accomplished without reserves and 
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without surpluses, because you cannot cut off a company at 

the end of the day and know exactly dollar for dollar where 
you stand on both sides of the ledger. So the management 
of the mutual companies adopts all the modern conveniences 

of business, from the most efficient statistical machinery 
and typewriters and all the rest of it to the other mechanics 
of conducting an insurance business. We invest the reserves; 
and by “we T am speaking again of the management. We invest 
the reserves and hope to realize a return on them. We can 
es them in the drawer, or under the insurance mattress, 

but that would not be in the interests of the policyholders, 
So we have receipts from investment income, rents and all the 
rest of it, Please understand that. 

We engage in the exchange of reinsurance, We place 
reinsurance, and we accept it. One trouble in the American 
market is that the necessary reinsurance facilities are not 
really adequate. We have to go abroad; and as a matter of 
fact there have been proposals in congress from time to time 
to provide a federal fund to make reinsurance available 
through American facilities. But the object of that is not 
to realize any gain, in the main, from the reinsurance oper- 
ation. The object is to spread the risk, to prevent the 
catastrophe happening that would weaken the protection. 

BY THE CHAIRMAN: 

Gs LOU Avoid the Bin ‘or prorit? Ae Ido not regard 
profit as a sin at all; do not misunderstand me there. 

Our economy is based on profit. It is not entirely a 
money profit. There is the profit of Hiavecbovt servicée, 
and there are other ways under our free enterprise system 

in which you can enjoy profit other than a monetary profit 
or a profit in the sense of a gain from an investment which 
is put out purely for the purpose of profit. I understand 


all that, but I want to show that for the purposes of this 
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inquiry you may regard us as operating in every way as an 
insurance company would be reasonably expected to operate, 
but we are operating solely for the policyholders, the 
primary object being the protection, and the other results 
are incidental attributes that are fundamental, that are just 
as natural as breathing, in the operations of a modern in- 
surance company. We advertise; we do all of these things, 
and I want that thoroughly understood. 

BY MR. HAYDEN: 

Q. Then, Mr. Gruhn, on the question of investment income, 
I wonder if you would tell me whether the matter of interest 
and rentals received from investments, so far as the American 
Mutual Alliance group is concerned, is a major or an inciden- 
tal matter, so far as these companies are concerned? 

A. Well, it is incidental, as I have tried, perhaps 
unsuccessfully, to explain; in that when you are required 
to have reserves -- and our statutes in the United States 
require them -- you invest them. 

BY THE CHATRMAN: 

Q. You would be delinquent if you did not make that 
money earn money; that is the answer? A.Correct; and that 
is an incidental attribute to the business and represents 
a small amount in relation to the receipts from investments 
as compared to the premiums earned, for example, 

MR. HAYDEN: I have a statement here which I propose 
to file. 

BY THE CHAIRMAN: 

Q. Is that peculiar to this particular Alliance? 

Ae Now 

Q. You heard the factory mutuals yesterday? 

Ae YO@Se 

MR. HAYDEN: They said their investment income was a 


large item, 
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THE WITNESS: It varies, naturally, as between companies: 
it varies, naturally, as between groups. Those companies 
wherein the policyholders make a smaller initial contribution 
have lesser funds to invest, and the returns are likewise 
Smaller, 

MR. HAYDEN: I have a statement here which I propose to 
file, which in relation to the thirteen companies whom I 
represent shows, for the year 1943, the gross premiums earned 
and the gross interest dividends and rent received by these 
companies, not in Canada only but their total. Then it shows 
the percentage relationship of that, shall we call it, invest 
ment income to the gross premiums received. The figure of 
relationship is 3.4 per cent. That is the percentage relation- 
ship of the investment income to gross premium income. Those 
are eross figures. 

Qe If you wanted to get a net figure, Mr.Gruhn, to take 
care of investment expense, and to take care of expenses in 
connection with rental income, it might be reduced to three 
per Ceontiwis that right? 

Ae It would undoubtedly be reduced; but when negotiating 
with taxing authorities and trying to come to some agreement 
as to what is investment expense and so on, you have an 
argument; so we have the gross figure there. 

MRe HAYDEN: I suggest, Mr.Chairman, that if you wanted 
to relate this statement to Canadian operations the simple 
way of doing it would be to take the Canadian premium income, 
which is shown in the brief and which, for 1943, would be 
$2,900,000 odd, and if you apply the three per cent factor, 
which is the relationship of investment income, it would give 
you a figure of approximately $90,000 of investment income, 
which might be related to Canadian operation on this per- 


centage basis for 1943. May I file these five statements. 
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Q. Then do any of the American Alliance companies 
have stockholders and capital represented by shares? 

Ae Noe 

Q. You have stock companies in the United States in the 
insurance business which issue participating policies, though, 
have you not? As YCS'. 

Q. And I think segtion 204 of the internal revenue code 
provides that to the extent of the participating business 
the companies are permitted to deduct the return or dividends 
to those policyholders before arriving at their taxable in- 
come. Is that right? Ae That is correct. 

Q. Then this may seem trite, but I think there is a 
purpose to be served in the question. Where does the 
money come from to pay the losses and so on ina mutual 
insurance operation? A. It comes from the policyholder; 
and the policyholder, at the time he becomes a member of the 
company, makes his contribution, whether it is on a one-year 
or three-year or five-year basis, depending upon the terms 
of the arrangement. He makes his contribution in accordance 
with the rate which is developed for the particular hazard 
against which he has to insure, The entire operations 
are conducted out of this monetary contribution of all 
the policyholders, which creates this common fund out of 
which all losses and expenses are ‘paid and), as T.said, 
he oreates the fund no matter what kind of insurance service 
organization runs the service, because it is out of his 
contributions that all the operations of the company are 
eae una The investment of the stockholders in the 
Stock company is not used for salaries; it is not used for 
typewriters and all that sort of thing, as equity capital 
in a normal corporation is used for raw material, wages, 


plant and equipment. It is there ordinarily not to be touched 
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unless the company has bad experience either due to bad 
management or bad experience because of unfortunate losses. 
Then when the capital is impaired, if it is not made up; 

if it falls below the requirements of the statute, the company 
goes out of business. 

The mutual company operates entirely out of funds | 
provided by the policyholders or created by the policyholders, 
with such incidental income as comes from the handling of 
those funds and from the normal insurance transactions which 
the enterprise is set up to perform. 

THE CHAIRMAN: I think this would be a good point at 
which to adjourn. | 

At 12.50 peme the commission adjourned, to meet again 
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Ottawa, Ontario, 
Wednesday, 
Apri” 18,) 1925 


The Commission resumed at 2.15 p.m. 


Examination of Mr. A. V. Gruhn, continued 


BY MR. HAYDEN: 

Q- In the operation of these mutual insurance compan- 
ies do you maintain individual accounts in the sense in 
which we have heard them described earlier by other part- 
les? A. No, we do not. . The insurance operation, gener- 
aliy, is .a working of the law of averages as the insurance 
fund is a fund for the insuring of all classes of policy 
holders, and you do not concentrate on one Special class, 
In the small arena of particularly large risks the indi- 
vidual account method does not lend itself to the opera- 
tion. In the first place you have so many small premiums 
that the maintenance of a system of that kind would be 
wiped out with expense which was not commensurate with 
the cost. After all, you try to base the policy holder's 
contribution in a position where it has a reasonable 
relationship to the hazard; and when he makes that contri- 
bution it, along with others of policy holders Similarly 
Situated, creates the fund out of which losses and 
expenses are paid, 

BY. THE CHAIRMAN: 

Q.- That is a reason of convenience, is it not? 

A. It is more than a reason of convenience. [It is 
practically a necessity in connection with insurance opera- 
tions over wide areas and for many policy holders--large, 
small and medium--and in different hazard classifications. 
Setting up individual accounts you cannot close the books 
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Q.- Perhaps it would be desirable if it were not so 
GitTaculs to- a0? A. Ideally, yes. 

QO: Ideally: A. Yes, under an extreme condition. 
If you could do it in the nut and bolt business, or some- 
thing like that, it would be a fine thing. But, as a 
practical matter, there may be fires in connection with a 
number of risks, and you do not get the report until a 
week or two, and possibly three weeks later. Therefore 
you cannot at any given time give a man what he has put 
in, less what has been paid out on his account, or any 
other account, so as to be sure that that is the situa- 
tion at any given time. And it is-no more proper to say 
that when a policy holder has paid a little more, when 
that little addition goes to a fund that is not paid out 
in prorit, Or available’ tobe pald’ out’ th profit). but 
Still belongs to the stream of business for the purpose 
of paying loss, any more than it is to say that when all 
those policy holders who have had no loss, or those 
policy holders who have had loss and therefore whose 
accounts are balanced, would show that the company had 
paid them any more than they had contributed -- that that 
extra payment is a profit to those policy holders who are 
fortunate enough to be paid their loss, or unfortunate 
enough to have had a loss. 

A question has been asked which has caused a good 
deal of argument and has shown considerable difference 
of opinion, and that is as to whether we were operating 
at cost. I maintain we are operating at cost. If you 
tried to operate a small insurance company with the laws 
as they are, with policy holder demands as they are, and 
expectations of the public as they are, it would just 


be impossible to operate on the actual dollars and cents 
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individual account basis at any given time. 

Qe Or, to put it in another way, it is impossible to 
estimate the cost of insurance? A. Yes, you are deal- 
ing with an uncertain factor, namely unfortunate circun- 
stances. So that if you had it on an individual account 
basis, and someone precipitated a run, and most of the 
individual account holders withdrew, you would leave the 
others who entered into the same contract mutually to 
assure the loss in a position where they were holding the 
bag of unpaid losses, because somebody had created a run 
on insurance companies similar to a run which can be 
created in respect of banks. 

So that to say that in order to have maa ee nye 
non-profit operation you must have a situation where at 
the end of a given period when a policy holder quits he 
must have everything balanced to the cent, is to advocate 
an ideal situation; but it represents failure to the com- 
pany. I say that because on that basis there could be 
no. non~profit mutual insurance operation; it simply is 
not possible. 

BY MR. HAYDEN: 

Q. This morning we were discussing profit and its 
meaning. If you take the operations of these mutual 
insurance companies, and if as a result of good management 
and favourable experience in loss you have a surplus over 
your contributions, and everything that has been paid out, 
and your surplus, why would you say that, for instance, 
an amount which in those circumstances you would pay to 
your policy holders would not be profit? As Are you 
talking Brick the difference in the amount that is held 
Over? 


Q. Let us take the amount that is held over and the 
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amount that is paid out. The amount that is paid out in 
dividends represents, to some extent, a surplus in contri- 
bution over your costs and expenses ann loss, and then 
secondly take the amount that is held back. If you can 
treat them together, all right; and if you can treat them 
separately, do. so. A. That goes to the proposition 
that even in a mutual company--and I assume that the 
theory must apply, if the legislation is to be followed, 
to life insurance as well as to other forms of mtual 
insurance--that comes to what are termed underwriting 
gains, or the difference between loss and expense at any 
one time, which represents profit. Well, it just simply 
is; not logical to say that. 1t is profit in the hands of 

a mutual insurance company, because it belongs to and 
goes back to, eventually, those who paid it in. [n other 
words, it goes back to the policy holder members. 

It may be an economic gain to someone to buy something 
for less than his neighbour, but it does not necessarily 
follow that that economic gain represents either income 
or profit in the sense set out in income tax statutes. 
It does not necessarily mean that. 

Or, speaking in terms of economics, may I say that [I 
have a man who comes to my house once a week and cuts the 
grass and does the work around the house. fT should be 
doing that work, if I stayed at home. However, JI have 
to come to Canada, and. have.to go to other places on 
eocasions. such as this.,.So.I pay that man... If I did the 
job myself, and saved that money, that would be an econom- 
LO-Ppains tOimes= Gt ie not.income or profit. 

@. In other words, it is a saving. Ares, Io se 
a saving. And when a policy holder makes that same con- 


tribution in a stock company, I want to emphasize the 


oo 


ae : 3 : . | | 
be “ : ; : : | =: | 
f | 7 ‘ : A <. 9 a e . se . 
A ; = - aa . Phas = rt "t 
, “5 : , Pei oe _ ; : 
O42 te FF . st ; ae A Les a. < : 
: . : A; - ; om “.. ps ri = 
| | : . vn 2 7 . . 
| | | mayan . 
| | | | | . . “a . . 
set . ee a 5 ; | 7 : J 
a ; . : ’ _ < . aaa . 
. ee . ee, . : at ; a : - | | ; 
= ‘ oe Pee = : A | | 
Pe a sia dh | c: « “Yala _™ . ast 2 7 a arty xi 2 5 8 5 r | 
a 5 erat aoa e : j ae . ex es bar 5 ; a : | 
i. a hae + 7 “0 , ~ est thy zs é | 
a poe a 3 Cee. con be : se, . Bice = ce 5 =. ‘ 
; ; iy : aot ‘ Fas “y eer a - . F . =e s 2 - os 
eer - Pi a0 is fr ee p : . a : | 2 4 . | : | | 
? ae eds : : F 2 a 4 i 2 nee ; om . = 3 é 
| 4 Fe: ; fi, : =e = oy aust 3 
a : | | < i _ : , 
. ‘ - he . A 2 . by 22. ©, ‘ ~ | : 
$ : = 2 . oo E ay . - : : é : Fe = . | ; | 
w Br. . E : a ins = | : : | 
- " ’ £ oa ar 4 & 7 ; i i = “ : 
| . : } | | 7 : s oe * t ros a aes 
f : : = ze ‘e oe tae Ps iz =a ems -s, > ‘ . Saale 
: . = ei} 1 ; 
| | | ) | . . | a . = : ‘ - a 4 . 
; . 3 . - . = - 3. = eS - a. Ca . 
| d a . ; mack ming * ; oy a 
7 shes a - ra 2 4 . . -, ; @ : 
5 F sites a = ‘ , 
. me) . * . “a E - it BES Hel the 7 : , ; 3) + ) | ee 
| : : ; | , : - / et ' Ac mae Oy ah 
| | 3 : | 7 7 “3 7 ‘ ak ww? * 
: oy . y 5 ; . ey “ : r . 7 : . 
. 7 “f . . <a - - s p ; : 4 = | 
7 e a . f . 2 » ats : 3 i= % 3 
, . + -* 2 : 
+. -. ry 7 i. -* iF Jeers 2 : ; S . 
| : , ? x . : oe ka 4 : 2 
. + ‘ wae 1 rah: + 2 : | 
. a ’ “4% +f 7 . : : : | : 
. ce a » r: Sas a i ee ‘i a 7 7 | 
3 7 : a a i 7 ’ . . Hang . - 
E ; : * - it = ; P re < - : 2 = 
- 2 é 2 = 34 . - “5 . : 3 c. ; , 
: : | | | 2 : e ae = ‘ = 
| m : . : oe - a 7 Ane - 
von . ta : i | 3 | 
: : ) * b : oa . bs *5 4 lan, , 
oe * a = | | 7 
Biss Paes ‘ z * . | | | | | 
, 5 : 4 = f ‘ . < : \ ; . \ ae ; 
e : : 2 ‘aaa . . ~~ Fd ie > . 
a * r, . p Re an) : pe ; bet | Sy : 
yay AS: ~ . 4 Ras Sa . q : | | : : : 
fon ash . . Py rag ‘ ” oe fax pal : : : : ~ z 
ase > rar & ce De a | | | | ) , 
ea - = ‘ * ‘ ’ " . a - ~ 
: : | | ( i - 
— ; eee - 3 ; ; : | F 
a ood nN x ey = | | | 
: ‘ = : ; i 9. Ss . on - pe . 
L... , % mig a4 = cn es . 3 | 
Pe a ie ae } > =: 4 . San * . a 2 
3 ” sax. a? nls rot Ries 5 ; Re a , 
a, , . ; Sa P ‘ : ; ’ : ~ . a 
F caihte . ay 0 ' . t <r ee ; - ae ; - al 
hee a : - | 3 | 
i =? Hel) bee «ef . a5 i 7 x ; | 
ee & ae ~ | heat ee * ey 1A 4 
| 7 3 : ' : - S Ss : =T5) : nn ae x F “ 
= - = pS ay ak “ > en > f ° ark : : , 
z fea srk mA : B “> E 3 = eS ; | : ; 
; ‘ 
| | : | - ee — 
. : i 7 ie : ot e : * ’ 
ws z 5 3s € ¢ a é “ . 3 ; | 
. . ae i *, -~ . sy - 4 Sb. . TR er mY 
. boeekr : = San a . ~ os zs: c Son, . : ; e ; | 
| i : i A 5 7s +s - : 
. . . ' bar . . . - ; E | 
: if | | | : i’ to . 
~ * 2 =) a end fe ae: <; 
| : 5 ; ; =e, ; ‘ F 2 : j 
sis abe - = ; . | 
= : . ‘ . 
fe ; ; - mre 
a e 
‘ 


S5 


-5997 ~ Mr. Gruhn 


fact that, with the exception of the unearned premium re- 
serve, the ownership of that fauaragegdts from the policy 
holder near ae to the stockholder shareholder. He is the 
one who determines what Shall be done with it -- whether 
it shall be paid out in dividends, or whether it shall 
be held, or whether it is needed or not to meet some tax 
statute. The ownership passes, and that is why it be- 
comes profit in the hands of a third party shareholder. 
Tt cannot logically be profit in the hands of the person 
who contributed it in a mtual company, because it is not 
contributed for the purpose of making profit. It is con- 
tributed for the purpose of furnishing protection for 
himself and for others Similarly situated. 

BY THE CHAIRMAN: 

Q.- After all, it comes down to this, does it not, 
that a sum of money earns income. In the hands of a 
mutual company, as in the hands of a stock company, that 
iSetrus ,cisritinos? A. Yes, certainly. 

Q.- In the sense that it is capital in both cases, 

A. No. 

Q.- I am thinking of the investment yield. What is 
the difference between a sum of money in the hands of 
mutual insurance companies and in the hands of stock conm- 
panies? 4. Do you mean receipts from the investment 
of funds? 

Q- I am speaking of investment income. What is the 
difference in the two forms? A. In connection with 
investments, in the case of the stock company, when a 
policy holder's funds, which are no longer his--except 
as to the unearned jinn aioe invested, they bring in 
a return that goes to the shareholder. 


Q- But it is funnelled through the hands of a 
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distinct legal corporation? A. That is correct. 

Q. A corporate body. A. Yes, that is correct: 
Now, in the mutual company those same funds are invested, 
and they bring in a return or a receipt to the company. 
That is an economic gain or a saving to the policy hold- 
ers, whichever way you wish to look at it. If you regard 
it as an economic gain, it is a gain even in the sengo 
that the operation is a non-profit operation. But it is, 
incidentally, a gain, and it may be first regarded as 
having been used to pay losses -- but nevertheless it is 
an economic gain because it reduces the amount of the 
policy holders' contribution. 

This may be getting a little ahead of the story. fThe 
reason for the tax plan, as it finally developed in the 
Congress of the United States -~ and the program of 
taxation which was finally passed was that of taxing 
mutual companies on their investment income solely, or 
one per cent of the gross receipts, whichever were the 
greater -- wag predicated upon the theory of certain ~ 
experts before the committee on finance and the committee 
on ways and means who, after making a study of the 
proposition, concluded that there was no profit element 
in the mutual insurance set-up at all, other than the 
possibility in connection with investment income. 

Q- Mr. Freeman told us yesterday that they could not 
put their finger on the profit and therefore they did not 
tax it. A. They hold two theories in respect of non- 
profit organizations. Even in state charitable organi- 
zations, or mutual benefit associations, or life insur- 
ance companies, or mutual ditch and irrigation companies-- 
whatever it may be--if the members' moneys are rented 


out, so to speak, and there is a return on that, they 
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hold that for taxation purposes, and particularly in war 
time, there is an element of gain there that probably was 
properly taxable, 

Q- That is so in the case in Fngland. A. I believe 
that is so. 

Q- The golf club case, A. That might be an econ- 
omic gain to the world, if all golf club memberships were 
taxed. It would help me a great deal. 

But may I. point out that from 1918 to 1942, in the 
consideration of IO ese en Te status or the probable tax- 
able status of mutual insurance organizations in our 
federal set-up, that by ruling the established policy of 
the Bureau of Internal Revenue the investment income in 
a mutual company was first considered for accounting pur- 
poses as having been used to pay losses, and then expen- 
wes) BUG As I say, te application of that is unneces- 
sary, in fact, under this tax law, because the investment 
income is taxed at the going rate, and on the theory 
which I have indicated. 

Ge It is not paid out of investment income; you pay 
it out of the deposit, do you not? So that it is as broad 
as it is long? A. You do not take investment income and 
stick it into your vest pocket, and premium income and 
Stick it into your back pocket, and some other income and 
Stick it into your side pocket, and then when you have a 
loss or an expense just s¢ratch your head ana decide 
which one you are going to use, or which pocket you will 
reach into. It is, again, an application of the law of 
averages. | 

Q- But it might be good accounting to do so, though. 
A. From the standpoint of accounting, it is done. But 


you do not need to maintain a series of pigeonholes for 
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your funds, and pull one out, or the other. But I wish 
to emphasize, incidentally, because of the allegations 
on the part of those would will it that way, -- and again 
I am not splitting hairs over the choice of a word -- but 
the suggestion is made that that incidental element of 
profit makes the entire venture a profit making venture. 
As a matter of fact, it is not any such thing. 

BY MR. ARNASON: 

Q. Did I understand you to say that investment income 
with respect to mutual companies tends to reduce the cost 
of insurance to the policy holders as compared with the 
inereased return on investment to stockholders in a joint 
stock company? A. Yes, that is substantially correct. 

BY MR. VAUGHAN: 

Q. When a subscriber withdraws --- 

MR. HAYDEN: There is no subscriber here; it is only 
a policy holder. You mean a member. 

BY MR. VAUGHAN: 

Q. When a member withdraws, or says, “I do not want 
insurance, and I will withdraw from the organization," 
how does he participate in the reserve? A. He does not 
participate in the reserve, except in the case of a disso- 
lution; and I am not talking in terms of disaster. I am 
talking of the mutual corporation as a living organism 
which continues indefinitely -- because we have over 
sixty companies in the United States well over one 
hundred years old. However he may have got more out ot 
the pool than he paid in, and he may have got a trifle 
less. It all depends upon the period of his getting 
out, at the time he decided that he did not want mutually 
to insure with the others any longer. 


As I have tried to explain--and I am sure [I have not 
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made myself clear--we have no individual accounts for the 
peLLey moiders 4) tides an average proposition. It is 
insurance in its fundamental sense, the sharing of the 
losses of the few by the many. And there is no absolute 
exact accounting for each member at any particular time; 
Over 4 period of years it washes out, and washes out most 
equitably, when you allow the law of averages to apply. 

Q. If a member has no right to the reserve, or to 
Share in the reserve, you say that that reserve is an 
association reserve rather than a member reserve. 

A. It is the members all taken together. It is all taken 
together. What is held over is held for three reasons; 
first, the laws of the state say hee as a prerequisite 

of ticence, whether or not it is a non-profit corporation, 
&@ mutual company shall have a surplus of so much money. 
For example, in.New York it runs well over a million 
dollars. Now, when you have a lot of insurance in force 
you create an amount of risk that is very very large, and 
you are dealing with uncertainties. You have outstand- 
ing a great many potential obligations. Members are 
interested in security, and they want protection that 

that security affords. Therefore, as the amount of risk 
increases, it is necessary to increase the reserve and 
Surplus even beyond the minimum required by statute. 

The third factor is the tempo of the competition as set 
by those who do the bulk of the business. They have 
educated the public to believe that only in size lies 
strength. 

The small contribution was the subject of considerable 
discussion back and forth yesterday, as to whether policy 
holders upon leaving the company for any reasons, received 


an exact accounting in dollars md cents showing loss, 
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expenses, investment income and so on, and there was dis- 
cussion as to whether that element Tepresented a profit 
to the company. Well, it cannot represent a profit to the 
Company, because it is not paid to anybody. > Tt) still is 
the fund that is necessary because of the law, and be- 
cause of the needs of the policy holders with which he 
combined to secure protection. It is still there, avail- 
able for the losses which may have occurred on the very 
day he got out, and must be paid within the ensuing time. 
BY MR. HAYDEN: 

Q. In Appendix No. 4, a recapitulation which appears 
in the brief, we show figures of the balance, or what 
might be described as the hold-back for the period of 
fifteen years, from 1929 to 1943, and that figure is 
& per cent of the net premium. Tt amounts to $776,910. 
Then, if you examine the return of those thirteen compan- 
ies for 1944 to the Department of Insurance--they have not 
been assessed and published yet--you will see that that 
figure of $776,910, representing the accumulated hold- 
back over a period of fifteen years is eaten into in 1944, 
so far as the Canadian business of these companies is 
Concerned, to the extent of $530,482. So that if this 
recapitulation had been carried to 1944, instead of show- 
ing a figure of a hold-back of 2 per cent and $776,910, 
it would be approximately $250,000, or something less than 
one per cent. 

That is the purpose for which these reserves are paid. 
The policy holder, when he is in there, gets the benefit 
by reason of his contribution; and when he steps out the 
purpose still has to be maintained. There is an illus- 
tration; we might say it is a profit today, but who can 


say that by December 31, 1945, it was a profit. gome 
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of those losses may have been on the Way e 

MR. VAUGHAN: Stil2, there comes a point when you know 
there is probably more reserve than is necessary, does 
there not? 

MR. HAYDEN: The question then is whether Something 
less than one per cent of the net premium is or is not 
sufficient reserve. That is the situation at the end of 
1944. 

MR. VAUGHAN: One can understand the wisdom of a 
statutory reserve, and even a voluntary reserve on the 
part of an association, as a matter of protection. But I 
took it this morning that there was " revenue or an in- 
come of $90,000 from investment; is that correct? 

MR. HAYDEN: Yes. 

MR. VAUGHAN: Calculated on the proportionate basis. 

MR. HAYDEN: Yes, that is correct. 

MR. VAUGHAN: That represents a pretty big income. 

MR. HAYDEN: In relation to the volume of business; 
in 1943 the net premiums paid were $2,900,000. tf you 
take it in relation to the risk you get into a very 
large figure -- the value of properties insured, I mean. 

MR. VAUGHAN: To get back to the first point, what 
was in my mind was that if the members were not entitled 
to share in the reserve, then doés not the reserve belong 
to the association rather than to the members? 

MR. HAYDEN: Well, maybe again we should cut through, 
because I said in opening yesterday that because it is 
a corporation that does not make anything that it does or 
any income that it gets taxable income. We have to go 
further than that. I say it belongs to the members. It 
may belong to the corporation; but what is the corpora- 


tion?--because everything of the corporation belongs to 
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the members. ! 

MR. VAUGHAN: Theoretically; but we are told the mem- 
bers do not get it, and t hey have Wot any right. ito ait. 

THE WITNESS: The members do get it. 

MR. HAYDEN: They do not get it handed out to them, 
because we do not operate that way; but on liquidation 
they would get it. 

MR. VAUGHAN: Onretirement they do not get it. 

MR. HAYDEN: No, because we do not operate on an 
individual account basis. We are still a mutual insurance 
company, selling mutual insurance, 

THE WITNESS: May I interject here that I do not 
think it was understood that it is a requirement in the 
United States that surpluses be maintained. And that is 
a requirement which has to be met, or you cannot function 
as a mutual company. If that accumulation which counsel 
has spoken of had been taxed at 40 per cent on the assump- 
tion that it was profit, as $500,000, over the fifteen 
year period, and assuming that 40 per cent would be 
~200,000 for tax purposes, on the assumption that it was 
profit, and then you come along to 1944, in Canada, where 
the mutual operations suffered substantial loss, those 
very same funds which were paid in or contributed by 
policy holders would have carried Peron OF-aNDroLlit 
tax of $200,000, when there was no profit. Because in 
the over-all operations of the years there was close to 
being a loss. And that would have been a charge on the 
policy holders, the members in the group who made the 
contribution. That would have been a charge on them as 
a profit; and in no sense, in terms of a propertly tax- 


able profit, was it a profit. 
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BY MR. VAUGHAN: 

Q. Does not the joint stock company have that same 
condition to contend with, to determine its results? 
They have losses which may be current, or which may happen 
before the end of the year? A. Wheat is true, yes. 
But if it is a weakness in the tax structure of joint 
Stock companies, or capital stock companies, as they like 
to be called in the United States~-and when I talk about 
stock companies I am talking about United States compan- 
les, because they are practically the same companies 
which are doing business here--they are not concentrating 
On correcting the weaknesses in their tax Structure, if 
there be any; they are solely interested in placing an 
arbitrary, improper and unnecessary burden upon mutual 
companies, without regard to the policy holder or the 
public interest. I do not know whether it is a weakness 
OF motrin the taxation of a profit-making coneern. But 
they are, frankly, in business for PrOTLeG. They should 
not be ashamed of it, and they ought to recognize that, 
of necessity, there is a natural differential in the 
treatment of a non-profit corporation from that accorded 
a profit corporation. I do not think it is any good for 
United States companies to come to Canada and cry about 
sl ease 

BY MR. HAYDEN: 

Q- Now, while we are on this subject, it seems to 
me it might be appropriate to bring in a question T had 
intended to ask. You were telling us that the same 
joint stock companies operate in Canada and in the United 
States. Now then, in the United States when these ques- 
tions were before Congress, as to the taxation of mutual 


companies, were the representations made by the stock 
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companies the same as we have heard today -- that is, the 
question of unfair competition and discrimination? 

A. Yes. All of the general allegations, charges and 
statements were advanced in the United States over a long 
period of years, and are continuing to be advanced. 

Q. Have you been able to find anything reflected in 
the operations and balance sheet position, and the profit 
factor, of the Joint stock companies which made those repre- 
Sentations of unfair competition and discrimination that 
would support any allegation to the effect that there had 
been inroads into their business? A. I eannot. find 
where they have been hurt a particle. As a matter of 
fact, when you look at their business done, you find that 
it has been constantly increasing. 

Then, when you look at their profits and dividends to 
Stockholders, on capital actually invested--cash on the 
line invested by Sstockholders--might I say that we have 
taken a list of the United States stock companies doing 
business in Canada, and I think it is pertinent to this 
emIryy Gus to the ecmplaint that they are being hurt, 
that something further be said on the point. when the 
claim is made that they are unfairly discriminated against 
and hurt, and that they must be adversely affected, it 
seems fair to take a look at the dividends. That will 
take only a minute. I shall give the names of the companies 
and the insurance dividend on the basis of capital actually 
invested for 1943 and for the ten-year average including 
1943. 

Q- What is the source of your information? 

A. The source of the information is that gained from 
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Spectator reports, andthe other standard insurance re- 
ports which carry this essential information in respect 
of all companies. 

Q. You are referring to fire companies? AS Vee 

o. I have a statement which I might file. 
A. These are the percentages of dividends paid, related 
to the capital actually invested in cash on the line by 
the shareholder. It does not include stock dividends, 
but it includes cash laid out on the line by the stock- 
holder. 

BY MR. MANN: 
Q- It has no relation to the surplus? Be a. tel ule eS 


relationship to the investment. These are the figures: 


On Basis of Gash 
Invested - % 
Dividend 


1943 = 10_years 

Aetna Insurance Company 2 a a Bl 46 
American Insurance Gompany of 

New Jersey 8.6 Bed 
Continental Insurance Company 61.6 54.7 
Fidelity Phoenix Fire 266 219 
Firements Fund 9.9 7 8 
Glen Falls 12.8 11,3 
Great American 6.7 8.35 
Hanover Fire Insurance Company 064 6.35 
Hartford Fire Viel 15.7 
Home Insurance Company 13.3 12,8 
Insurance Company of 
North America 13.9 14.6 
National Fire, Gonneticut Dee D2 
Niagara Fire 18.0 17 4 
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Phoenix Insurance, Conneticut 30 20 27 0 
Queen Insurance Company 000d 67 .7 
St. Paul Fire 106.7 87.5 
Springfield F and M 47.5 47 .0 
Travellers Fire 3.8 28 
United States Fire 27 2 26.9 


Now, so that some people may not turn cartwheels, let 
me make an explanation. I shall take as an example the 
St. Paul Fire and Marine cae ae a United States company. 
I believe this shows justification for a substantial dif- 
ference in treatment between the mutual company and the 
stock company. I would point out that the total cash 
actually invested by stockholders was $1,500,000. The 
total policy holder surplus, including this cash capital, 
and $8,500,000 stock dividend, is $36,760,595. ‘The 
resources of that company are made up almost wholly out 
of the contributions of the policy holder. Third party 
interests invested in cash, $1,500,000. 

BY THE CHATRMAN: 

Q. Is that wholly a fire company? Ao Vest 8 
a fire company. 

Q. Any marine business? | I Panis he Us eke ye moor, i ao 
not know whether it has any ocean marine, or not. [t may, 
to some extent, be in the inland marine field, but what 
I say on that would be subject to correction. 

So that, in 1943, on the basis of the $1,500,000 
which the stockholders put in, they got a return in one 
year of $1,600,000. The average return from 1951 to 1943, 
in each year, was $1,230,769; and since organization the 
cash dividends were $26,548,694. 


That is an average, on the vasis of cash invested, 
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of 106 per cent for 194%, Now, I wish to be absolutely 
fair about this, and I shall Say that on the basis of 
policy holders! surplus, which the stockholders own, but 
which is the policy holderst contribution, the return is 
4.4 per cent for 1943, and for the ten years it is 353 
per cent. | 

I can say this of the United gtates companies, that 
tI am almost moved to tears over the sad tax plight of 
those policy holders, under those conditions. They may 
need relief -- but I do not know what kind of relief it 
is. I think they ought to take great pride, and the 
management of those companies ought to take great pride 
in the fact that they have so successfully conducted the 
business of fire insurance, for the profits of the stock- 
holders. They have rendered a Service, true, to the pol- 
icy holders. But I submit that, from the profit stand- 
point, from the standpoint of the stockholders, they 
ought to be here, admitting that “we are making substan- 
tial profits; we are not hurt, but we do not like any 
kind of competition, especially if it is non-profit, and 
we think that we ought to gain the advantages of the 
investing of the entire insuring public's premium con- 
tribution.* 

I do not think they have a case, on the basis of 
being hurt. And so far as [T am concerned z hati always 
contend--and I do Be on the basis of an economic philos- 
ophy which I think is sound--that no matter what the tax 
system is, there must in fairness be a substantial 
difference in the tax treatment of a profit-making com- 
pany, operated for the benefit of third party interests, 
and a company which is an organization for the protec- 


tion of policy holders, and operated solely for the 
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policy holders interested, and in the interest of those 
policy holders. It seems to me that .is only logical anda 
roi. 
BY MR. HAYDEN: 

Q. A Similar statement was made for the casualty 
companies. A. I shall not take time to read 25's 

MR. HAYDEN: I shall file this Statement. 

BY MR. VAUGHAN: 

Q.- You said you wished to be fair in this statement, 
Do you think these percentages are fair, when the reserves 
which are set up and which are held in the company as re- 
serve are not taken into account? Do you think that is 
fair? A. I have given stockholder dividends, and I am 
taking it from the Standpoint --- 

Q. Of the original capital put in? A. Yes. 

Q- But the shareholders have been allowed a certain 
amount of profit for probably one hundred years, 
A. They have allowed profits to accumulate, it is true, 
in that the St. Paul Fire ana Marine has a stock divi- 
dend account of $8,500,000. ‘That was profits they left in 
the company. So that the Stockholders! capital econtri- 
bution in that sense is $10,000,000. But, the point I 
make is pee IT a DrOTLE making insurance business you 
reap the benefit of large contributions with less hazard 
than you do in an industrial enterprise because -- an 
economist may disagree with me, and certainly the stock 
companies will disagree with me when I say that when you 
invest in a stock company, in a normally successful 
operation, there is almost a double investment, in that 
inasmuch as the money is not used in buying equipment 
and that sort of thing, as it ig in an industrial enter- 


prise, or a big merchandising enterprise, yet it is 
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reinvested and there is a double return on it, in a- 
sense. That may be straining the point a little bit, f 
will admit, but I make the point on the basis of the cash 
invested. The investors have not done at all badly -- 
and I wish, by the way, that I had some of the stock in 
the St. Paul Marine and Fire Company. 

BY MR. HAYDEN: 

Q. Let us consider mutual dividends to commercial 
policy holders. There was some discussion about the mat- 
ter, and some question as to whether or not it produces 
a substantial tax to the government. What do you say 
about it? A. Y@S, it does. There again I wiil get 
into a quarrel, I suppose, with the stock companies. T 
do not know whether to call them my friends or my enemies; 
I never have been certain. In most cases in the United 
States they are my friends. The situation is this: we 
made a calculation when the tax fight was on in Congress, 
on this basis, that we made tests--we did not get re- 
ports from every policy holder--but so far as our United 
States operations are concerned, and I believe this will 
probably hold true of Canada, although possibly not to 
the same extent, about 70 per cent of the premiums 
came from the type of policy holder who could take his 
premium payments as a deduction, as an insurance ex- 
pense, in the computation of his tax return. If that 
premium payment was $10,000, he had $10,000 as a 
deduction, or as an expense item, before computing his 
net income subject to taxation. That is true, whether 
that $10,000 is paid into a stock company, or into a 
mutual company. 


Then, take the mutual company: let us assume that 
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it returned 20 per cent of that. That 20 per cent of 
$10,000, or $2,000, goes into the next return as income, 
and increases his income by $2,000, producing that much 
more tax. Now, taking off, or making some subtractions 
to allow for certain equations, that would have produced, 
at the rate in the years in which the calculation was 
made--and it was made before the larger rates were impos- 
ed on United States taxpayers--it would have on that 
theory produced a tax of $18,000,000. That compared 
favourably with the amount of taxes in that period paid 
by the stock insurance companies, or the profit-making 
stock insurance companies, to the federal government. 

I feel great confidence in advancing that considera- 
tion to you, because I have but to quote from a photo- 
stat of insurance cost and taxation, a document distri- 
buted by Bethea and James, who represent a large group 
of stock insurance agents in the United States. The 
agents are calling this to the attention of mutual policy 
holders, or prospective mutual policy holders. gf shall 
not read it all, but I think it is very important, as 
bearing out the proposition I have just laid down. This 
is what the document states: 

"Let us assume that a successful corporation, one 

making a substantial profit each year, vee 
And this is talking about a policy holder -- 

"---is hesitating between mutual and stock insurance. 

The Mutual Company offers a 20 per cent dividend and 

the corporation buyer is debating whether or not the 

20 per cent saving would justify his taking a chance 

and joining a mutual company. At this point the 

stock agent should ask the buyer to consider the 


corporation's earnings and taxation. On the net 
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premiums may be charged off as a business. expense 
and, therefore, the corporation must pay taxes on the 
Been. Gare by purchasing the lower cost insurance, 

"If the buyer is in the income brackets where 
40 per cent, 50 per cent or 60 per cent of its earn- 
ings go to the government, then 40 per cent, 50 per 
cent or 60 per cent of the mutual saving will goto 
the government. In such a case, the difference in 
price between mutual and stock insurance is not 20 
per cent, but 12 per cent, 10 per cent or 8 per 
cent depending upon the tax bracket. This means 
that in such instances the insurance buyer may for 
a relatively small difference in price secure all of 
the advantages that go with capital stock insurance-- 
the highest security, agency service and the satis- 
faction of supporting the profit system. 

"The demonstration of these data can be of ex- 
treme importance in a close case. Uf it is possible 
for the agent to ascertain the corporation's earn- 
ings, he can present the figures Piece: In the 
event, however, it is not possible to learn the tax- 
able income of the corporation, he can still present 
the argument to the buyer, and it will still have its 
tremendous effect when the buyer has worked out the 


proper price differential for his own information. 


There is their own answer to the mutual competition, and 
they have got it figured down to the point where it is 
ei1° in their favour. They have told those who were 
responsible for placing this on the agenda as an item 
for consideration by a royal commission, that they 

were badly handicapped in competition and needed relief 


under the tax laws, in order to save them from -- well, 
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I do not know from what. 
BY THE CHAIRMAN: 

Q- What do you regard as a chance? The writer 
Suggests that the insured would be taking a chance in join- 
ing a mutual. These are the words, “would justify his 
taking a chance and joining a mutual company"; what is 
that chance? A. You have got to be familiar with the 
other side of this propaganda campaign directed against 
us. To the United States government and the Royal commis- 
Sion they say that the mutual companies are huge profit- 
making concerns piling up huge surpluses that belong to 
the policy holder, and that that represents profit which 
ought to be taxed. To the buyer of insurance they say -- 
and again, if you will permit me, I ‘shall file with the 
Commission copies of propaganda extending back for 
almost a hundred years -- they say to the prospective 
buyer, "if you insure with a mutual company you take a 
big chance. It has no capital structure. There is noth- 
ing upon which you can rely for the loss which will oceur 
when the going gets rough. You are liable for all you 
own if you insure in a mutual company." I am almost 
quoting verbatim. 

BY MR. HAYDEN: 

Q. The question was raised in connection with rate 
loading. I understand that in the United States your rate 
carries specific loading for income and excess profit 
taxes. ‘A. Our fire companies and our casualty com- 
panies are members or subscribers to many rating 
organizations, and in no case do I know of a loading 
being incorporated in the rates. These rating organi- 
zations serve stock and mutual companies. There is, 


particularly in the case of casualty insurance companies, 
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a Loaatne for taxes whioh represents the premium taxes 
payable to the state. That is ascertainable through the 
item of expense, and there is a loading in the rate for 
that. If there is no actual loading in the rate for in- 
comé and excess profit taxes, from the figures which Tf 
have read you can tell why there cannot be, because it 
depends upon how the company comes out at the end of the 
year, aS to whether it has made a profit or not. And, 372 
it has made a profit it pays a tax. If the shareholders, 
who invested money for the purpose of making money, have 
made that money, they pay a tax. If they have not made 
money they do not pay a tax. However, I do not wish to 
get into the realm of economics, and argue as to whether 
or not eventually the consumer pays all taxes. There are 
economists who hold, and a prominent economist writing 
for one of our American syndicates points out, that the 
argument that there is double taxation in a profit-making 
corporation when you tax profits in the hands of a cor- 
poration and also in the hands of the stockholder, that 
that argument goes completely out of the window when you 
contend that the consumer pays all the taxes. Because 
if he does, it is not a double tax on the shareholder of 
the corporation; rather, it is a double burden on the 
consumer. 

Q- Be that as it may; in your opinion is it the 
policy holder or the shareholder who bears the burden? 


A. In my opinion, the way the rate structure is set up, 


it is the shareholder who pays, and who should pay. 


Q. Tell me, then, is the mutual dividend of a poliey 
holder taxed in the hands of the memver?-- A. If you 
impose this proposition -- and this proposal is to tax 


mutual companies on the same basis as stock companies -- 
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the policy holder surely pays it. I wishto add this, 
that in the United States this proposal has been made 
ever since 1918, namely that the government in some way 
or another has been asked to consider taxing, either by 
interpretation of the existing law or by the passage of 
new law, mutual companies on the same basis as stock com- 
panies. That fact was particularly argued in 1928 and 
Ly2% It was before Congress in 1932, before the Senate 
Committee on Finance in 1937 and 1938, before the Commit- 
tee on Finance in 1941, and before the same committee in 
1942. And every time it Hatt uees knocked into a cocked 
hat. | 

Then they come out in war time with a proposition 
which I have explained to you -- a tax on investment in- 
come solely, or one per cent of the gross income, which 
includes premium income and investment income, less cer- 
tain deductions. And that is comparable to the situation 
we have today in Canada. We are paying the difference 
between the two, which would go to the provinces; and 
the one of the three which we are paying represents sub- 
stantially the tax which the mutual companies are paying 
to the federal government in the United States. And 
that is the only tax they are paying. 

Q. I understand your companies pay on the gross 
income basis, do they, in the United States? A 
the main, it works out, for most companies, on the one 
per cent basis. 

Q. The one per cent basis, you say? A. Yes. 

Q. And, a last question: you have already told me, 
but I may have missed it -- as to how United States 
authorities treated the receipts from investments. 


A. In the statement I made I have already explained 


that. They have treated it as an ordinary proposition. 
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SOs Mr. Gruhn 


BY MR. ARNASON: 

Qe Mr. Gruhn, could you give us some information as 
to the average size of the insurance risk written by your 
Canadian companies? | A. I am sorry I do not have the 
information, but I shall be very glad to ask the companies 
Lor To 

Q. That is not necessary. A. I would be very glad 
to do it if they have the figures worked out on that basiSe 

BY MR, BROSSARD: 

Qo With the permission of the Commission I should like 
to restrict my examination to as few questions as possible, 
leaving it to my learned friends Mr. Mann and Mr. Geoffrion 
and others if they care, with leave of the Commission, 
to further cross-examine, I understood you to say, Mr.Gruhn, 
that the American Mutual Alliance was composed of three 
constituent organizations? Ae That is right. 

Qe Which themselves are not incorporated? A. The 
three associations are incorporated, non-profit, business 
leagues, under the laws of the state of Illinois. 

The Alliance is unincorporated, 

Q» And the thirteen companies which you represent 
to-day belong to one of those three constituent organizations? 
A. One or the other, or maybe two of them. 

Q.- Possibly two. In what manner does the Mutual 
Alliance purport to speak on behalf of the individual 
companies? Ae We speak on questions such as this where 
two or more companies are affected. If it is a matter 
of general public concern we speak for them. Any time 
any commission or any state authority wishes the appearance 
of an individual company official, that appearance is gladly 
arranged for. 

Qe May I ask whether in this particular instance the 


thirteen interested companies have had an opportunity to 
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see your brief and approve of it? Ae. The counsel's brief 
has been sent by our office not only to the thirteen companies, 
but to all the companies in the association. 

Qe What proportion of the entire membership of these 
three organizations do these thirteen companies represent; 

@ small or substantial proportion? A. Oh, they represent 
the relationship that thirteen bears to about 105. 

Q.» Would you tell us what type of insurance operations 
these thirteen companies carry on in Canada? What type 
of risks do they insure? Ae They insure all types of 
risks, substantially, other than farm, Fire and casualty 
and dwelling houses and mercantile establishments; manufactur- 
ing plants, department stores, banks, | 

Q»- Do they insure automobiles, also? Ae Yes, auto- 
mobile insurance. 

Q. What is the type, generally, of the insured which 
the companies try to secure? A.» The high class of citizen 
which you usually find in Canada. 

Qe» Is there a particular selection, in other words? 

We have heard others tell us that they restricted their risks 
to particular, selected insurance? 

Ae I will resist the temptation to explore that any 
further than I should for the purpose of answering your 
question. All companies, including stock companies, 
boast of their underwriting sagacity and their concern for 
the type of wholesome risk, may I put it, that they assume. 
None of them wants to insure the irresponsible bum, or a 
person of that kind; but I know of a stock company advertise- 
ment which says, "We exercise the utmost underwriting judg- 
ment humanly possible," 

Qe And I suppose this is the policy followed by your 


thirteen companies? A. Yes, oertainly. 
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Q. What I had in mind was whether you had large risks 
Only or whether you also insured small risks? 

Ae Small, large or medium. - 

Qs Is there a considerable turnover in the membership 
of the insured? A. There is some, The extent of it, I 
do not know. 

Q- But it varies from year to year, to some considerable 
extent? Ay L would think soy 

Qe To some substantial extent? A. I do not know 
whether it would be regarded as substantial over the long 
time pulle I would not know whether it was one per cent 
or two per cent or five per cent. 

Q.« Are you personally connected with any of these thirteen 
companies? Ae Oh, no» I made that statement earlier. 

Qe Could we assume that they operate somewhat on the 
Same basis, the thirteen of them, or on a practically identical 
basis? Ae Oh, yes, in all substantial respects. 

Qe In regard to the fixing of premiums, in regard to 
policies, in regard to the setting aside of reserves and so 
on? Ae Yes, in the main. 

Qe And as regards their policy as to the payment of 
dividends? Ae It may vary from company to company, but for 
the purposes of a matter of this kind, I do not think there 
is any difference. 

MR. HAYDEN: No essential difference, 

BY MR. BROSSARD: 

Qe How do they go about getting their new members? 

Ae There are various meanse I said this morning that the 
servicing organization uses all the modern methods that are 
worth while, They may be represented by agents, who may 
be compensated either by a commission or by a Salary. That 


in the main is their representation; or they- may.de ‘6 
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represented by combination representatives, who serve as 
engineers, similar to the set-up of the factory mutuals, 
but only similar to a degree, 

Qe But substantially they are represented by agents 
who are remunerated on a commission basis in the same manner 
that stock insurance companies are represented? A. Yes, 
eertainly. 

Q. Do they ask from the new subscriber, or the prospece 
tive policyholder, the execution of a formal application form? 
A. Generally, no. 

MR. HAYDEN: There is an application. 

THE WITNESS: There is in connection with all automobile 
insurance, as was pointed out yesterday, where certain facts 
are required coneerning the car, the occupation of the driver 
and owner of the car, and that sort of thing, but from the 
standpoint of general operation the answer would be No, 

BY MR. BROSSARD: 

Qe So the only evidence of the undertaking of the 
policyholder on the one hand and the company on the other 
hand is the policy which is issued? A. Yes, 

Q. Yesterday you filed + , A. Oounsel filed it 
yesterday. 

Qe Yes, counsel filed a policy of the Lumbermens Mutual 
Casualty Company, and National Retailers Mutual Insurance 
Company . Ae Yes, and automobile policy. 

Qe Can we take it that this policy in its essential 
conditions is similar to all other policies issued by the 
other companies? Aw YeS.s Mutual companies in the 
United States in the fire insurance field use the standard 
fire insurance policy. In many states the form of policy 
is required by law. They use a standard automobile 


policy; they use uniformly a workman's compensation policy, 
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and as a ee of fact they are almost identical, outside 
of the mutual provisions, with the stock company policies. 

Qe How is the premium rate established and determined? 

A. The mutual company may either make its own classification 
or it may be a subscriber of a rating bureau. It may have 
its own rating bureau. There is a variety of methods. 

Q. Generally how do those rates compare with the rates 
of the stock insurance companies? A. They are approximately 
the same. In many states of the United States they are 
exactly the same; and in many states of the United States -- 

I do not know whether or not this is true here -- they have 

to be, by law. There are uniform rate requirements for all 
companies, For Virginia, for example, and the District of 
Columbia, by law all companies are required to use rates which 
are approved by the supervisory official, in the case of 
Virginia the corporation commissioner and in the case of the 
District of Columbia the superintendent of inaurance. 

Q. Are these rates established by the experience of each 
company, or are they based on general tables? A. Rates 
generally in the insurance business are, or should be, based 
upon general experience. l am perfectly glad to discuss this 
with you, but I do not want to go into it too deeply. In 
regard to fire insurance rates, however, that is an involved 
question; and I will say here very frankly that they are 
based upon the exereise of what raters call a sixth sense} 
that is, judgment and experience.do not have a great deal 
to do with it, except in a general way. And that is very 
properly so, because there are certain immeasurable factors 
in fire insurance that are measurable in the case of Workmen's 
Compensation or automobile insurance, for example. 

Qe I suppose those immeasurable factors would be 


included in the margin of safety of which we hear so much? 
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Ae Oh, yes. They have their schedules as to charges and 
credits. There is a charge of so many cents made for this 
and a credit for that, and so on. I think some time, and 
the states are coming to it and I hope the dominion is coming 
to it, they may have a royal commission to investigate how 
fire insurance rates are made up. 

Q- But on the whole we can assume that your rates compare 
with the rates of stock companies doing the same type of 
insurance? A. That is right. 

Q. Now in regard to the rights of the policyholders, 

I see in this form of contract a general clause which reads 
in part as follows: 
"This is a participating policy under which the 

Board of Directors may, in its absolute discretion, 

subject to the charter, by-laws, classifications 

and resolutions relating thereto, determine and pay 

unabsorbed premium deposit refunds (dividends) to 

the insured," 

Is this clause the only one in your type of policies*which 
sets out the rights of the policyholders, except such rights 
as they have to the payment of the compensation in the event 
of the risk being realized? Ae Such rights are inherent 
in the nature of the company and on matters of fact under 

the laws under which the company is incorporated, 

Qe What would be the rights of the policy holders under 
this policy we have here, in regard to a payment of a dividend, 
On any basis whatever? 

A. Naturally when you have any kind of a corporation the 
members elect their representatives on the board of directors, 
who manage the corporation. It is the directors who are, 

or should be, in close contact with the affairs of the 
corporation; who get all the ater. who elect the officers, 


who make the studies and make the decisions respecting 
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company policy, and who determine, when they have the facts 
before them, what should be done in the interests of those 
whom they represent, that is the members of the Company e 
That is true of any corporation; and of necessity matters 

of this kind have to be left to the direction of those who 
are charged with the responsibility, because they must know 
what the situation is and what the requirements of the situ- 
ation are; what the equities are and what should be done in 
the interests of the protection which the policyholders, 
acting in combination, are pledged to give. 

Q- But am I right in stating that a policy holder has 
no right to a share of the, let us say, investment income, 
or to a share of the reserves other than those which may 
be decided upon by the directors? A. That is true; 
and such changes as may be made in the authority of the 
directors at any meeting. 

Q. AS a rule are the meetings of shareholders attended 
by a large number of shareholders, or is it not your own 
experience -- ? A. The typical American car poration 
may have its meetings attended by only half a dozen members, 
but I have known meetings to be attended by aS many as a 
thousand. 

Qe In your experience in connection with these particular 
companies -=— ., A,When things are going right it is 
typical that there is not a large attendance. It varies, 

I know of one officer of one mutual company in upper New 
York State who goes about telephoning members to come to the 
annual meeting, reminding them of it, and having difficulty 
having them to come in, particularly policyholders who have 
been members for a long time. In my judgment that does 

not affect the mutual characteristic of the enterprise, 


or the members’ rights, or anything else. I did not vote 
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last Saturday in my village. That does Hot affect my rights 
a€s a oitizen, 

BY THE CHAIRMAN: 

Q. If they are satisfied they do not go. If they are 
dissatisfied, they do go? Ae I know of the case of one 
company in Providence years ago where they stormed the doors, 
they were so angry. Human frailties are to be found even 
in mutual insurance, I am afraid. 

BY MR. BROSSARD: 

Q» You have said that there is a certain turn-over in 
the membership of these companies? 

A. Theres Is “bound to bés There is pressure on the mutual 
policyholder to cancel his insurance almost every daye 

Qe You were asked by one of the commissioners what was 
the position of the shareholder who either cancelled his 
policy or did not renew it, in so far as reserves were con- 
cerned, or undivided profits? Could we take the case of 
a company where a certain number of policyholders have 
discontinued at the expiration of say 1942, and who no longer 
remained policyholders, Then on January 2, 1943, a certain 
number of persons would become policyholders of the company 
for the first time, and at the expiration of 1943 we will 
say the company declares a dividend. Do you consider that 
in that dividend there is a certain proportion of investment 
income included? A, There may and there may not bee 

Qe That proportion of the investment income was gained 
in the previous year, let us say? A. All right, 

Qe The gain was not for the policyholder who eeased 
to be a policyholder? A. But when he left he on a 
dividend. 

Q- Yes, but not in respect, perhaps, to a share of that 
particular year? Ae I have already explained to the 


Commissioner, and I stand on my testimony, that some policy- 


“6025~ Mr. Gruhn 
holders may have obtained, in the way of loss service and 
dividend, more than they paid in, and some less. It is an 
average proposition. The exchange between the gentleman 
here to my right and myself was on that very point, whether 
a policyholder at any given time got exactly, to the cent, 
everything he put in. I said No, and I still say No. He 
may and he may not. It all depends on the circumstances 
at the time. 

Qe I see here in appendix 4, which covers the fifteen 
years from 1929 to 1943, in the recapitulation sheet the 
dividends or unabsorbed premiums returned to poliegel acess 
and if I understand it, that is for each compamy, including 
the American and Canadian business? 

MR. HAYDEN: No,it is only Canadian business. 

MR. BROSSARD: Then I will withdraw that question. 

Q. Could you let me know whether in any year sinee 1929 
any of these companies has returned by way of unabsorbed 
premiums amounts in excess of the underwriting gain or profit? 

A. That includes the period of the depression, because 
this is an average proposition; it is real insurance, so it 
is entirely possible that that could happen, and it may have 
happened. But I would have to take a look at the records 
in order to say for certain. However, let us assume it has 
happened, 

Qe Let us assume it has happened. Therefore it will 
be possible that for one particular year a new policyholder 
will have received, by way of unabsorbed premium, more than 
he should normally have received from the underwriting 
profits? A. Well, if he had gone in at the beginning 
of the year and gone on to the end of the year, and he had 
received the dividend and the underwriting results showed 
a loss, he would have had an economic gain. Yes, he would; 


providing he was in the classification of risk where the 
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losses were suffered. If he was in a classification of risk 
according to hazard not responsible for the losses, he would 
not. 

Qe He would not have received anything? A. He would 
not have received siete i tere but what was his due. 

Qe Would he not have received something from the invest- 
ment income ? Ae He would have received his dividend. 

I am perhaps inept in answering your question. My point is 
that if he was in the class of risk which produced the losses, 
he would have been paid a dividend because for all the oper- 
ations of the company dividends are paid to all policyholders, 
and that is where the insurance company comes in, because it 

is the payment to the few out of the contributions of the many. 

Qe Would you call that proportion that he receives, and 
to which he has not contributed, a gain from the business 
that he has transacted with the company? A. It may or may 
not be gain, as I said, depending upon the hazard classification 
in which his risk fell. His classification may have pro- 
duced all the losses, and in that respect, for that year, 
there would be some economic advantage to him. 

Q. Advantage to him which he did not gain himself, 
or which his policy did not gain? A. To which he has 
contributed but little. I am willing to admit that. 

Q. In other words he has received contributions from 
Other policyholders of previous years? Ae Well, he has 
revel yan) Wis share of the distribution of the common fund. 

Qe But in that common fund there is a certain amount 
of investment income? A. Ohy yeSe 

Q. That investment income is derived from the reserves 
which have been taken from the contributions of policyholders 
of former years? Ae YeSe It cannot be done in any 


other way. 


a 


as 
we 
re 


co. 

» 
ete 
i 
vee 
ae 
at 


1 


“se t 
5 Ee 
= en 


« we) 
Bs ss 


: ei : 
eet = 
’ < 
— ons eet} 
. a : 
3 =i 
bore 
ty me 
= . 
i ua 
Cy 
ae 
ene 
u- ‘ 
=75 ret 
ee rf 
~s a 
, : e 
Said 
ned 4 
ae 
on oor 
a] 
th i 
. 
4 . 
nae aes) 
tent r 


s 


~ 


ne 


bad hm 
tga 3 hos, 
‘ee ind 

Bas 


_ eke t 
- es 
in 


oes 
5 a tes 
. 
te ‘ 
= wee 
a Py 
« 
oS c 
S2 P 
“8 
: ‘ 
ripe ater Rie 
j = . 
im tend ee 
; oneal : 
¢ 
Ra = 
= ray 
= wie 
oa i Mo 
riage} 
hee atts 
. ay, iret 
=) vate 
=) rae 
wae Mas 4 
sad 


ee 


oy é 
ey Se ae 
- bene 
‘ r 

. » 


ow 
. s 
ers 
pos +s 
inte 3 
iad 


Lh % 


~6027~ 
Mr.Gruhn 


Q. This investment income which is being paid in one 
particular year to the new policyholder does not actually 
represent gain to the old policyholders, does it? Ae Noe 
It does not represent loss to the old policyholders, either. 

Qe It does not represent a gain earned by the new policy- 
holder? Ae Maybe not wholly. 

Qe Then may I suggest that at some time it has represent- 
ed a gain for the company as such? As Oh, if ‘you “take 
the company strictly apart from those in whose common cause 
it operates, in that Sense, that mythical individual ereated 
by law, yes. If that is your point of view that is right. 

Qe I am not here to express any point of view; I am 
asking you your point of view. A. Yes. 

Q. There are only a few other questions I should like 
to put to you, Could you tell us on which of the two 
alternatives set out in the 1942 income tax act in the United 
States your companies, or some of them, were paying last year 
and the year before? A. You mean the federal tax in 
the United States? 

Qe Yess I would refer you to page 8 of your brief, 
paragraph 58. On which of those two bases did your companies 
pay? Ae Without looking at the record I could not Saye 

Qe But would it be possible -+ Ae I can furnish 
that a ery eee 

Qe =~ that some companies paid under One, and other 
paid under the other? A. That is possible, 

MR. HAYDEN: That is a fact. 

BY MR. BROSSARD: 

Qo In addition to this tax, are we companies called 
upon to pay state taxes in certain cases? Ae Premium 
taxes? Yes. 


Q. And.is the rate of those taxes common to all states, 
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or does it vary? A. No the rate will vary from state to 
state. Presumably on the average it would be two per cente 

Qe Are there states in which the rate is higher than 
two per cent? Ae For certain kinds. I think the state 
of Oklahoma has taxes paid under protest by about a thousand 
companies, or four or five hundred companies, stock and 
mutual, on an increase in taxes to four per cent. 

Q.- Those taxes are taken into account when you are 
computing the expenses of the year, I suppose? A. Yes, 
certainly in a mutual company, and I believe in a stook 
company too. 

Qe And in so far as Canadian policyholders are coneerned, 
they have to bear their share of those taxes? Ae The 
policy holders in the pool bear their share of the tax 
load. 

Qe SO as it is at present, Canadian policyholders have 
to bear their share of these state taxes, and also their 
share of the federal tax? fie YESs 

Qe But you claim that as against that, the American 
policyholders have to pay their share of the Canadian premium 
tax? A. Yes, two per cent or three per cent. To me 
it seems almost even-Steven. 

BY MR. ARNASON: 

Q- Do all these states levy premium taxes? Ae Yess 
I think they all did but Connecticut, which taxed companies 
On a reciprocal basis, but they had a change in the tax 
law recently. There is this off-set to be carried again. 
Take the state of Illinois for example. It does not tax 
any domestic company for the Illinois premium tax, whether 
it is a stock company or a mutual companye I suppose that 
is a philosophy which is followed to some extent here in 


the dominion, of aid to local concerns; 
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to some extent here in the dominion, of aid to local concerns; 
and which is followed by the nation in our tariff law policy, 
and so on. But there is one heck of an argument in the 
United States now over this question of tax equalization 
of domestic and foreign companies. 

BY MR. BROSSARD: 

Q. Mr. Gruhn, when comparing the two per cent balance, 
let us call it that, or the unpaid unabsorbed premium which 
the company has retained over a period of years, with the 
relation of the amount of dividends paid by stock companies 
in regard to capital investment on the one hand, and with the 
amount of dividends paid in relation to the equity in the 
companies on the other hand, did you think of also comparing 
with this two per cent balance of the mutual companies the 
percentage of the undivided profits and dividends paid by 
stock companies in relation to the net premiums received by 
these companies over the same period of years? Ase You 
have given me a rather long question. Whatever the compil- 
ation is, I am certain I did not make it. I have not prepared 
it, or I have not had it prepared, I call your attention 
to the fact that the two per cent you were talking about 
Since noon has been reduced to something under one per cente 

Qe I know that it has. A. I have not such a compilation 
as you suggest; and of course I do not admit that this 
phraseology of “undivided profits" in connection with the 
two per cent has merit. 

Qe Then let us say accumulated reserves and dividends 
paid in relation to the total net premiums paid during the 
same premium? Ae I have not made the compilation. 

Qe You have no idea what that percentage would be? 

A. No, I have not worked it out at all. 

BY THE CHAIRMAN: 

Q- Is it proper to say, as flowing from the whole of your 


evidence, that the debate here before us 1s confined *o 


14 
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investment income revenue as to which, in the United 
States, until 1942 there was no tax, and that a tax was then 
put on by reason of war needs. Is that a correot statement, 
flowing from your evidence? A. I think the contention 
of the opposition goes much further than that, 

Qe But does that statement flow from your evidenee? 
Ae Will you please repeat that ? 

Q- That the debate is really confined to investment 
income which was not taxed in the United States until 1942-- 
I am speaking of mutuals now -- and then was taxed only 
as a war measure? Ae That is right. 

Qe Mr. Freeman made a statement of that kind yesterday, 
alSO6 A. Yes. I beg your pardon, Mre Chairman. I 
apologize if I have appeared to debate. It was not my 
intention to do so. I may be over-enthusiastic , and I 
apologize, I think I am representing a good cause. 

BY MR. BROSSARD:; 

Qe Mr. Gruhn, this will be my last question. Coming 
back to this question of state taxes in the United States, 
is that tax imposed upon the gross premium or is it imposed 
upon the premiums less dividends? A. In the main, on 
the net. In connection with life insurance companies, 
ie have Canadian companies doing business in the United 
States. We have no Canadian mutual fire companies doing 
business in the United States; and I invite any of those 
Saye to come over the border, and we will treat them well. 
In connection with the life companies, the same situation 
is true. 

MRe BROSSARD: That is all, my lord, as far as I am 
concerned. , 

BY MR. HAM: 


Qe If I may venture to ask a question, Mr. Gruhn, 
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Some time ago you advanced the pronostication that the joint 
stock companies would disagree with the figures you submitted 
with respect to, as I call it, the earnings on capital of 
American companies; of course, without the exhibit I cannot 
either agree or disagree with you. But I would like to be 
clear in my mind that these figures apply only to capital 
invested in those ocrporations? Ay That is correct, 
provided that the capital tekes also into account the share- 
holderst actual payment to surplus, 

Q. The actual paid-in capital? Ae YESe 

Q. And that it was only American companies in the list, 
was it? A. Oh, yes. I think I am justified in directing 
my attention to my American friends. 

Qe I just wanted to be sure about that. A. The same 
Situation might apply to frome of the other companies. 
Q. And it would apply to their world-wide business, 
I take it? Ae Oh, NOe 

Q. 1t does not apply to Canadian business alone, those 
earnings? A. I do not Know what proportion of those 
earnings come from Canada. All I have read is Mr. Baldwin's 
artioles in the New York Journal of Commerce each year. 
Somehow I have gained the impression that the fire -.companies, 
particularly, in Canada, have done very well, because he 
kept urging rate reductions. I am like Will Rogers in that 
respect. 

Q. The figures you supply in that statement would not 
prove that point particularly, would they? A. No. It 
proves over all in their operations that the eompanies 
are doing all right. 

Q. In their general operations, as American companies? 
Ae I am not admitting that does not apply to Canada. 


I reserve the right to take a look at that. 
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Q. I do not ask you to ZO “that far% You mentioned 
this morning the difficulty with terms; and perhaps if I 


use the term "surplus" to refer to income after its outgo 


has gone, but leaving out "profit™, we will not misunderstand 
each other, Ae it you carl ++ Prorau 16 Le.) right; 
I think you are very clear, 

®- I do not suppose you have information on this p@int, 
but I should like to have tts you have, Of the thirteen 
companies whom you represent here, do you know if any of 
them are members of one or the other of two what are called 
conferences, the Independent Fire Insurance Conference, 
or the Independent Automobile conference? Have you any 
knowledge of that? Perhaps you have not? Aan ONOg has 
not keep abreast of all their aviitiations. 

Q.- Now with respeet to the ownership of the company, 
every policyholder would have a right to vote; is that a fact? 
Ae Yes, 

Q. If he attended the meeting? Ae Yes, 

Q» Is there any provision for proxies, or must he attend? 
A. No, there is provision lor proxies: 

Q. Is the provision with respect to proxies such that 
Some individual has the proxy if the policyholder member does 
not attend? A. The member give it or he may not. 

He may give it to whom he pleases, The normal practice ig 
followed. 

Qe And of course those policies being standard policies, 
with the right of cancellation in them -- in fire policies 
in Canada, and automobile policies, and some others, there is 
a statutory condition with respest to cancellation-—-- you 
have the right of cancellation of the right of a member, 
as amember, by the cancellation of his policy? A. Yes. 


Qs On the oceasion of making -- A.That is not used, 
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however, for the purposes implied by the question. 

Q. I do not suggest that it is. iy 28 there, and it 
could be used, but I do not suggest that it is used for that 
purpose. Any underwriting gain would appear in your surplus, 
as I suggested; and to whose benefit or profit would that inure, 
when you have an underwriting gain? 

MR. HAYDEN: If my learned friend is asking as a fact, 
that is all right. If he is asking for the construction - 
of some words which sound very much like the provision of a 
certain income tax statute, surely the witness is not going 
to interpret an income tax statute, 

THE CHAIRMAN: I do not think the witness needs pro- 
tection. 

MR. HAYDEN: I am not suggesting he does, but I am not 
going to get him into the capacity of a United States citizen 
interpreting Canadian law. 

THE CHAIRMAN: I am quite sure he will say so if he does 
not want to answer. 

MR. HAYDEN: I do not want him to be asked to interpret 
a Canadian statute. 

BY MR. HAM: 

Q. If I may repeat my question, any underwriting gain 
would appear in your surplus; and to whose benefit or profit 
would that inure, when you have an underwriting gain? 

A. The whole tenor of my remarks and my discussion is 
to the effect that there is no underwriting profit that 
represents the kind of economic gain which is either income 
or profit under any tax law. 

Qe I do not think I used the words, "underwriting profite" 
I think I said, “underwriting gain." You have an underwrit- 
ing gain, in fact? A. There is the difference, naturally, 


when the policyholder pays in the premium and all of it is 
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used; all the premium is gone but if all is not used, part 
of the premium is left. AS that expression is understood 
in trade, that might be regarded by some as gain, but in the 
mutual set-up it is not gain or profit. 

Q.- With respect to that difference which is left, to 
whose benefit or profit would it inure? Ae It cannot 

‘inure to the profit of anybody. It is paid back as a refund, 
when it is paid back to the policyholders of the company. 

Qo It goes to the policyholders? Ae Yes, certainly. 

Q- Do any of the members of your American Mutual Alliance 
writing businessfn Canada, write assessable policies, or are 
they all on the cash premium plan? A. Now you are using an 
antiquated term which has one meaning in Canada under the 
statute that is foreign to the proper application of it to 
certain mutual companies. 

PL -emnusorrynifoubidid that. A. Answering your 
question directly, as to the assessment liability, there is 
no liability for additional assessments. 

QeWith respect to any of the companies members of your 
Alliance writing in Canada? A. I’ would say that is true 
of all of them, now, 

Qe It is substantially correct, anyway. And the members 
of the Alliance write generally fire, automobile and casualty 
lines; that is correct? A. YeSe 

Qe And with respect to this local fire business, would 
a substantial portion of their business be what is commonly 
known as farm business? A. No. 

Q- It would be general insurance? A. Yes; unless 

you have a special definition of what farm business is in 
Canada, 
Q. Oh, no. I think you as an American and I, as a 


Canadian, are talking about farm business and we mean the 
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same thing. Returning for a second to the Question of 

a cancellation being subject to the various statutory con- 
ditions concerning fire insurance, automobile insurance, 

and other conditions in casualty policies, in those statu- 
tory conditions there is a short date penalty with respect 
tO cancellation when the insured cancels? He does not get 
pro rata; that is a fact? Ae Thatiis; a policyholder, 
if he cancels, then the normal provision in the policy -- 

Q- A penalty is exacted? A. Well, I have not regarded 
it as a penalty. It is a differential in charge that repre- 
sents a cost, I presume, which would apply in the case of 
stock companies as well as in the case of mutual companies, 
SO therefore it is not a Penarty, at ito dene proper differ- 
entiation, 

Q. He gets a smaller return premium if he cancels, 
either with a stock company or a mutual? A. Yes, That is 
a general provision in standard fire policies; and, as I Said, 
mutual companies use standard policies. 

Qe Well, such penalty or difference would appear in your 
surplus, if you had a surplus? It would go into the income 
of the company? A. It is an amount that is used, 

It is an expense, undoubtedly. 

Q- But it increases the income of the company by the 
amount of the penalty, or whatever it is? A. It is a@ proper 
insurance cost, figured out and considered to be proper, 
and it is used by all companies, stock, mutual, reciprocal, 
whatever they may be. 

Qe That is true; but would you suggest that anybody 
figured that out as being the exact cost of putting ona 
policy, or is it not more in the nature of a penalty, with 
no relation to cost? A. I do not concede that it is a 


penalty. 
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Qe Then when a policy is cancelled by an insured, he pays 
a higher rate per diem than he contracted to pay Tor his 
instrance? A. That is a proper part of the rating idea. 

Q- It is a higher rate per diem for the ere for the 
period? Ae Call it what you will. If the company cancels, 
under the eawue System it is a different rate than if the 
policyholder cancels. 

Qe And which is the higher rate? A. The cancellation 
by the policyholder. You know that as well as I do. 

Qe All I want is to get it on the record, The difference 
between the two rates of cancellation, then, would appear in 
your surplus, if you have a surplus? A» If it was not 
a charge that was used up it would appear in Finlayson'ts 
report as an underwriting profit, 

Q. But assuming that it is not used up, it would appear 
in your surplus? A. If it was not used up in some other way 
during the year in the payment of losses. The minute, some- 
thing is not used, we do not pick it up and carry it off and 
dump it into this back pookét called surplus. It may be 
used up in losses before the year is up, or even before the 
day is up. I do not know. 

Qe Having collected that amount, to whose benefit or 
profit does it inure? As No benefit or profit. There is 
no use coming back to that propcsition, because I have con- 
tended during the whole day that I have been standing here, 
and trying to convince you that I do not agree with your theory 
of what mutual insurance is. 

Qe Ultimately it would get back to the pockets of the 
policyholders; is that correct? A. Anything in the 
company that belongs to the policyholders is theirs as a 
matter of right. 


Q- You mentioned this morning, with respeot to investment, 


apes 
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that, like all insurance companies, the companies you re- 
present have investments, and they have income from those 
investments and that income would appear in the surplus? 

A. If it was not used up. 

Q. And would ultimately get back to the pockets of the 
policyholders? As We do not follow it through. We do 
not have a bird dog following through where the money gZoeSe 
I have given complete testimony to the fact that under the 
accounting practices of our bureau of internal revenue, 
investment income is first considered as having been used 
to pay losses and expenses. 

Qe And the balance, if any, inures to the benefit of 
the policyholders? A. There will not be any balances in 
our companies on that basis, because the investment ineome 
is not large enough, 

Qe You do have a policy dividend? A. We make refunds 
of unabsorbed premiums to policyholders. That is what 
bothers our competitors. 

Q. It does not bother me? A, Well, you are not a 
competitor, You are a hired man, like I an, 

Qe I think that has some advantages, at that, 

A. I think there is more intelligence among some of the 
hired men than among the company executives, I am free to 
admit. 

Q- I think I have only a couple of more questions, 

A. I am perfectly glad to answer them if I can. 

Qs Your companies, among others and with others, accept 
reinsurance? Ae I said that in the beginning, 

Qe And on that reinsurance there is the payment of a 
premium or reinsurance commission? Ae Oh, yes; reinsurance 
received to pay off reinsurance issued. It may balance out 


in a given year. You may get on the wrong side one year 
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and on the right side another year. Our objertive in the 
main is to spread the loss, We have to be good underwriters. 

Qs. But on that reinsurance venture, for which you will 
receive a premium, you may make a profit or a loss with 
respect to reinsurance itself? A.There may be a difference 
in the particular year, but over a period of time it may 
wash out. 

Q» But in any accounting period there may be a profit 
or a loss on those reinsurance transactions? Ae Subject 
to the difference in our conception of what profit and loss 
is. 

Q. Well, there may be a gain, then, if you take in more 
in reinsurance premiums than you pay out under reinsurance 
contracts. You may have something left in your pocket? 

A. And not a taxable gain, 

Q- I am not saying whether it is taxable or not. You have 
a gain? A, There would be a difference, 

Q- More money in your pecket than you had before? 

A. Not my pocket. 


Qe In the pocket of your compamy, then; I am sorry. 


There would be a gain, a difference, a plus? A. Yes, there 
would be a difference, You understand what I mean? 

Qe And that would go into your surplus? A. It might 
be used up in losses, I do not know where it would go. 


It depends upon the operations of the year. 

Qe It would go in with your income, if your outgo 
did not exceed it? Ae It would go into the bank until 
used. 

Q. And as long as you controlled the bank account that 
would be your income, would it not? It would be in your 
income? As Yoss -I-said-all that. 


Q- And being in your income it would inure to the benefit 
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or profit of your policyholders. Is that a fact? Ag ee. 
do not say that it inures to the benefit or profit of the 


policyholders at all. 


Q. To whom does it go, then? A. It may go in losses. 
Qe It would be income to begin with? Ag 2% 28-3 
receipt at a given time. You may pay it out. 


Q.- But if your disbursements are less than your receipts, 
you have a balance? A. Yes, sure. I have said that all 
day long. 

Qe And that gain would affect the amount of that balance, 
would it not? A. The balance at a given time would be 
a little larger; yes. 

Q. And it wouldiltimately get back to your policyholder, 
either by way of dividends -- Ae! IT should hope so, if 
it were not used, 

Q. That is the principle of your operation, that it 
would get there? A. We operate in the interests of the 
policyholders. I must admit you are right about that. 

Qe One more question with respect to that. You said 
in your brief that you did not issue policies to non- 
members? A, That is right. 

Q» How is that reconcilable with the issuance of 
reinsurance policies to other insurance companies? 

A. Well, there is a question which has not been settled, 

as to whether that is a policy or another type of contract, 
which is necessary for the convenience and use of the 
company in transacting the insurance business. 

Qe It is an insurance policy? As Some call it a 
policy and others call it a contract, In a sense that is 
no different than contracting for supplies or for other 
needs of company operation. 


Qe It is on a policy form in many cases, is it not? 
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A. Jit may be, It.is a contract; as differentiated from a 
policy. 

Q- It is likely on a policy form, for which the premium 
is taken; and that is called a premium? Is that correct? 

A. Noe 

Q. It is never on a policy form? A. I would not say ° 
it was a policy form. 

Q. Would it be in the same wording as a policy issued? 
Would the general skeleton of the form be similar? 

A. I do not pass upon the reinsurance contracts of the 
companies. I would not know how they are worded, 

Q« I take it, then, you do not know? A.-All right; 

I do not know, 

Qe Does a policyholder who has had a loss participate in 
a dividend? If he has had a loss on his policy, would he 
get his dividend, if one were declared? Ae In the main, 
yes. 

Qe Generally speaking? A. YeSe 

Q. In appendix 5 of your first submission, you list cer- 
tain dividend resolutions as examples of the type of reso- 
lution usually adopted; you refer to the Manufacturers Mutual 
and Pia eawane dealers? A. Yes. 

Qe And I note that in these resolutions the dividends 
are fixed at the time they are passed, and they are to remain 
until they are changed? A. That does not necessarily 
follow. Some boards make a dividend declaration once a 
month, some every three months, and that varies in different 
companies, 

Q- The resolution of the National Retail Dealers, 
that is one type where they fix them until changed; and 
others are fixed for a stated period? Ae I am not so sure 
that applies in the National Retailers; I really do not know. 


Qe It is in the brief, and we can see it. I think 
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Cee iis aD) 'T have, thank you, Mr. Gruhn. 

THE CHAIRMAN: Is there anything further? ; 

BY MR. ELLIOTT: ‘ 

Q- This is really perhaps a matter of argument rather 
than a matter of fact, but it is a point on which I would like 
to have your opinion. You believe that income and excess 
profits taxes do not enter into the determination of the 
premium rates of joint stock companies? That is what I 
understood you to say? As That, 1s (my “opinion, 

Q. And that if any tax is imposed upon a mutual company, 
it does affect the net cost of insurance to policyholders? 

As That Us imiehit. 

Q.- I take it that your opponents might advance this argu- 
ment: that the dividends you pay include,at least some 
part of it includes, a payment for the same sort of services 
that the stockholders of a stock company give; that is to 
say, payment for supplying the funds that enable the company 
bO WATT Vs (omis That question is perhaps too long? 

A. May I restate it this way, and see if I am correct in my 
understanding. Dey chereidis 4small sum Lert Over, you mean-- 
Qe No, I am speaking of the part that is returned to 
the policyholders. Is it your contention that the amount 

of it is not affected by the amount of policyholder funds 
that the company reoeives? A» From investments, you mean? 

Q- Well, it has to have these funds to carry on insur- 
ance, and you say investment is a necessary but incidental 
factor. Investment income is one thing? 

Ae You mean is it my contention that the investment 
income does not affect the amount that the policyholder 
contributes? 

Qe NOs The size of the investment income will affect 


the amount that the mutual can return to the policyholder? 


. , pipene) 4 aL a Te: 


ate? eee at. oe . 
‘ ae 4 a, ee ees Seer Be es int 
Pe a, Me a ae va 


: -o t ae OT ie Big (aoe Be 
AERTS RS "git ss ae 


~6042- Mr. Gruhn 


A. Oh, yes; no matter from which pccket you take it, when you 
take the sum total of the funds, if you have some investment 
income it diminishes the fund that you collect; certainly. 

Qe It either diminishes the expense and loss, or -- ? 

A. It depends upon the policy the company pursues. Oh, yes. 

Q. My understanding of the argument of the stock com- 
panies, or the position of the stock companies, is that they 
contend that the repayments,the returns, the savings, or what- 
ever you call them, that you make to your policyholders, 
contain an element of investment income, shall we say? 

Ae Oh, yes. They go further than that, 

Q- I know; but I am not going as far as they go. But 
they might take this position. The income and excess profits 
tax do, initially at least, tend to diminish the amount 
credited to shareholders! account in a joint stock company? 

Ae I think that would naturally follow. 

Q. What would you say to the proposition that similarly 
a tax imposed on what the joint stock companies call your 
income would diminish the amount returnable- to the people 
who furnish your investment fund? A. You are talking 


about all of our income that is left over, or just the 


investment? A. I am talking about a tax applied on any 
part of your income. Ae A tax applied on any part of 
our income --- ? 


Q» I am not speaking of a gross premium tax, but say 
a tax on your investment income, or on the returns you make 
to policy holders? A. A tax on returns maée to policy 
holders would affect it very severely, because that would 
treat the unabsorbed premium as a profit and take half of 
it away, and I say that is unfair because that would give 
the investor in a stock company an opportunity to obtain 


a partieular advantage, because he is getting the policy- 
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holders' money; he is a third party who gets the benefit of 
it and should pay a tax on it. The policyholder, in part 
of his premium,contribution that he gets back, is getting 

a return of something he paid, and not profit; so that would 
affect it very severely. That is what we have been opposing 
in the United States and shall Oppose here, to the best of 
our ability. 

As to the investment income, or answering your question 
directly as to a tax on any part of our income, it would 
react unfavourably to the policy holders, certainly. 

Q. And your position is that it would react unfavourably 
On your policyholders, as policyholders? Aa,thas is Tight, 

Q- Not as furnishers of the funds that allow the company 
to carry on? A. If you mean in the sense he is not furnish= 
ing funds, he is making a premium sontribution that is no 
higher than he would make anywhere else, In that sense he 
is furnishing the funds in the mutual or stock company. 

I would say that to tax him as a shareholder would be par- 
ticularly burdensome. You are already taxing him as you 
would tax him, as we tax him in the United States, because 
you have substantially now the same tax on him that we have 
in the United States. 

MR. ELLIOTT: Thank you for your patience, 

THE WITNESS: Thank you, sir; and,Mr, Chairman, I want 
to express my deep appreciation for the courtesy extended 
to a foreigner. 

MR. HAYDEN: I should like to have leave to file this 
reinsurance agreement, Dwi pregure a sopy of 14, if I 
may file it later on. It is the form which is used 


for this procedure of reinsurance, 


wa. 


. 
a= 


= 


ei ie ee 
| aa - 2 
oD . -- ~ rong : : 
bad easy * Sle | iy ae 
es. ; a oe i 
a me mes ie 32 
y moi en an . Kes Ee 


ri 


os 
a 
~. 


~ 
ee 
many ti: 
ers 
t 
2. 


= 
a . oe 


Ci 


“F “ 
sie 
i, 5 
teed = 
cr +5 ie tae 


-6044- 


MR. PARKER: Mr. Chairman, the situation is this, There 
is a brief of nine pages of material presented by the Farmers! 
Mutual Insurance Companies of Ontario. They have no counsel. 
They are representing a group of farmers who have been sitting 
for some time, and I am advised that they are very anxious to 
get away to-night if at all possible. I have gone through 
Hne bree pretuytcaroful iy (doubt it) veo wily require any 
examination at all; certainly not more than half a dozen 
questions; and if your patience would permit you to assist 
these gentlemen to get away to-night, I think we can read it 
in ten or fifteen minutes and have it disposed of, | 

THE CHAIRMAN: I think we are quite prepared to do that. 


MR, PARKER: That would be appreciated by them very much. 


THE FARMERS' MUTUAL INSURANCE 
COMPANIES OF ONTARIO 


MR. ROBERTSON: Mr. Chairman, this is Mr, Walter R,. Cross, 
who is the secretary of the Ontario Mutual Fire Underwriters'! 
Association, He is going to present his own brief, which he 
will read; and if any examination 18S requested he will be 
quite happy to subject himself to it. He is the manager of 
the oldest farm mutual in Ontario, which I believe was incor- 
porated in 1856; and he is secretary of the association, which 
is an association of all the farm mutuals, sixty-cight in 


number, operating in Ontario under the Ontario Insurance Act. 


MR, WALTER R, CROSS, 
Secretary, Ontario Mutual 
Fire Underwriters! Association, 


having been duly sworn, 
testified as follows: 


THE WITNESS: Mr. Chairman and gentlemen of the Commission, 


first may I thank you, on behalf of our members, for your 
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consideration, which made our submission possible at this 

time rather than in Toronto as originally planned, I may 

say that since that time our association has held its annual 
meeting, and I now speak for all the members of this assoc- 
jation and for the committee which they appointed to make this 
presentation to you in their behalf. 

"We are pleased to provide as requested, ten copies of 
each of the following: 

Association By-laws 

General Company By-laws 

Company Contract Forms 

Additional Data, 
We believe these will give you a complete picture of our 
methods in serving some 140,000 rural policy holders through- 
out the province of Ontario, 

"Our association does not feel that our member companies 
are co-operatives under the terms of the directive to the Com- 
mission under P.C. 8725, but as farm mutual fire insurance 
Woupartds in other provinces have been referred to in other 
briefs presented for your consideration, we feel that a 
presentation of our principles and functions would be of 
interest to the Commission, 

"Our association consists of all farmers* mutual fire 
insurance companies in Ontario (65 in number) whose business 
is over 90 per cent rural, and 2 farmers! weather companies 
or like nature, Our operations are confined to Ontario only. 
The average company serves about 2000 members, and carries 
about nine and one-half millions at risk." 

If there is any further information you would like in 
connection with the association I will have filed with you, 


if you care to have it, a copy of the last annual convention, 
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in which is incorporated the hen cue report as to the very 
modest budget under which we operate. We budgeted last year 

a total amount of $1,300 in carrying on the work of the assoc- 
iation, 

"The companies have no siibacribed capital, and are en- 
tirely mutual in character, They are officered and directed 
by their own farmer members exclusively. They were organized 
by farmers, and have but one purpose, namely, to provide their 
farm members with sound insurance at cost, 

"The members of these unique organizations all help to 
produce the only service being sold, namely, protection from 
disaster, Since no business is done with non-members, and no 
capital is subscribed, each contributes directly and equally 
in producing and purchasing the company's only Stock in trade -- 
protection. This type of mutual effort has provided insurance 
in the unprotected rural areas of our province for nearly 
ninety years, Had it not been for this outstanding develor- 
ment in rural endeavour, the farmers of this province would 
be paying much higher rates for their fire insurance, We sub- 
mit then, that these institutions should be encouraged by 
government to continue their efforts on behalf of the farmers, 
whose lot has never been an easy one. Over 80 per cent of the 
farm buildings are insured by the local mutual company, and 
in certain districts, 95 per cent of the buSiness is in the 
local company. This is evidence of the extent of their worth 
to the farmer, and the satisfactory discharge of their function, 

"The companies which this association represents operate 
under the Insurance Act, chapter 256, R.S.0. 1937. 

"The relevant sections are Section 1, paragraph 43 and 
pections 112 to 127 inclusive of tho Act. 


"The following provisions of the Act (from amongst those 
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above mentioned) are as follows: 

"Section 1, paragraph 43; 

'"Mutual insurance" means a contract of insurance in 
which the consideration is not fixed or certain at the time 
the contract is made and is to be determined at the termin- 
ation of the contract or at fixed periods during the term of 
the contract according to the experience of the insurer in 
respect of all similar contracts whether or not the maximum 
amount of such consideration is predetermined,! 

"Section 112, subsection 1: 

'The insurer may accept the premium note of the insured 
for insurance and may undertake contracts in consideration 
thereof and such notes shall be subject to cash payments and 
assessments for the losses, expenses and reserve of the in- 
surer in the manner hereinafter provided,'! 

"Seotion, 114, subsection 2: | 

'The cash payment required at the time of the application 
for insurance of agricultural property, other than brick, stone 
or concrete dwellings, may be reduced with the approval of the 
Superintendent by the directors when and so long as the surplus 
of the insurer is not less than twenty-five cents for every 
one hundred dollars of the total net amount at risk. R.S,.0O. 
De atewrc ee gas LOba ec ) so LOS) 5s Cn (en Sel eo doe 

"Section 114, subsection 4; 

'"Surplus" as used in this section shall mean the assets 
of the insurer other than the premium note residue after de- 
ducting therefrom all liabilities of the insurer (other than 
contingent liabilities or unmatured contracts) and the pro- 
portion of cash payments and instalments eae paid in ad- 
venee applicable to unexpired policy contracts calculated as 


required by subsection 5 of section 73, R.5.0. 1927, c. 222, 
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Oy lee Tal plese, ty 24, oy, 1937, oy (72) (ey. 29 (4).! 

"Section 114, subsection 5: 

‘States that before a refund from surplus may be made by 
a company, its surplus in cents per one hundred dollars of net 
insurance in force must be equal to the following schedule, 
and then only after approval has been obtained from the Super- 
intendent of Insurance for Ontario,! 

SCHEDULE 


"When the net amount at risk is greater than 
$25,000,000 - $0.60 


"When the net amount at risk is greater than 
10,000,000 - wie 


"When the net amount at risk is greater than 
5,000,000 - ,.80 


"When the net amount at risk is greater than 
2000) 600"> “P66 


"It will be observed that the premium notes are subject 
to payments and assessments, losses, expenses and reserves 
and it will be further noted that the legislature while con- 
templating a greater proportion of the income might be used 
as surplus or reserve, provided that at least 25 cents for 
every $100 of amount at risk must be held for reserves and 
for protection against future losses," 

Those of you who listened to the Quebee brief this 
morning will observe that we are on a much sounder foundation 
in Ontario. Of course we should be, having been in business 
for some one hundred years, 

"These provisions make it abundantly clear that the sur- 
plus of farmers! mutuals are not accumulations of income, but 
Simply premium stabilization funds. These surpluses are accun- 
ulated from premiums collected at slightly higher than current 
necessary levels so that in good times when the loss ratio is 
low, moneys may be accumulated in reserve to meet losses at 


other times and to level off the premium and prevent drastic 
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advances when the loss ratio rises," 

It is common knowledge, I think, in the fire insurance 
business that in bad times we have high losses and in good 
times we have low losses, 

"In considering the income of a farmers! mutual fire 
insurance company it might be well to think of the original 
methods of collecting this income, When our companies were 
first organized, losses were paid during the year from borrowed 
funds, and at the end of the year an assessment was levied on 
the premium notes held by the company for an amount sufficient 
to meet the losses and the modest operating costs, This system 
was in vogue until 1924, when it was considered the part of 
wisdom to strike as nearly as possible an even annual assess- 
ment on the premium notes in an endeavour to place the business 
on a more stable basis," 

That, I think, will answer a multitude of questions with 
regard to the rate structure, 

"In spite of this wise precaution, many companies found it 
necessary during the depression years to levy special assess- 
ments against their members in order to meet their losses," 

Speaking, as I do, as manager of the oldest of the farm 
mutuals, I say that during the years 1930, 1931 and 1932 we 
found it necessary to levy three extra assessments on the notes 
in order to meet our losses, which at that time were catas-~ 
trophic, 

"We should like to make clear that present surpluses 
have been accumulating for two specific reasons: 

"(1) During the past five years, the farming industry 
has enjoyed a measure of prosperity and the surplus has been 


built up to weather the eventual readjustment period,” 
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I am sure we have all heard a great deal about that 
great readjustment period, | 

"(2) It was considered more patriotic to leave the surplus 
in the company's hands for the purpose of buying blocks of 
Victory bonds to assist in the war effort, rather than lower 
the rates or make small refunds which would not be directed 
to the assistance of the war effort." 

There are motions of some of the companies verifying that 
statement. 

"As evidence of the sterling character of our companies, 
and their truly mutual outlook, two contributions made volun- 
tarily might be mentioned, 

"(1) The British Aid Fund of 1942-43, in the amount of 
$86,169 was raised and sent for the relief of bomb victims in 
rural England. 

"(2) A fund of $48,390 was raised during 1923 to assist 
in the relief of farmers in Northern Ontario, whose properties 
were destroyed in the terrible conflagration of that time." 

This was evidence of the purely mutual character of the 
companies, Our companies were under no direct obligation to 
make that donation, 

"Our companies act as fire prevention units, We endeavour 
through inspection, education, and advertising, to acquaint our 
policy holders with all fire hazards, in an effort to have thom 
removed, (See Appendix "A"), During the last three years 
over $40,000 was spent on fire prevention work, exclusive of 
inspections, by our companies. Surely this is a commendable 
effort in rural communities which have long been denied the 
Security of modern fire protection, Indeed, in a number of 
cases, rural fire fighting apparatus has been provided wholly 
or in part by our companies, In other cases, rural fire 


brigades have been organized. This is not a selfish effort, 


-8 
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Since all enjoy the accruing. security and freedom from fear, 
AS a result, fewer fires occur, with correspondingly lower 
rates to members, It is well known that when a barn burns, 
the farm often reverts to pasture, with a subsequent reduction 
in assessment and loss of revenue to the township, as well as 
the general detriment of the rural community. These services 
to the farming community have never been, and are not now, 
rendered by other companies, although when they do accept 
farm risks, the rates are usually much higher than the cost 
of insurance of the same risks with farmers! mutuals, 

"We as an association have been greatly interested in 
food production during the war years, At our annual meeting 
in March of 1942, the companies accepted a challenge to en- 
deavour during 1942, to reduce losses --" 

The idea was to thereby save the precious food which was 
needed, 

"=- by 25 per cent of the previous five-year average, A 
determined effort was made, but losses were only reduced 
$74,000 or 7.9 per cent, In 1943 a reduction of $15,000 

or 1.6 per cent was achieved, and during 1944 losses jumped 
by $176,000 or 18.8 per cent over the five-year average; (see 
appendix "B") this in spite of a vigorous and increasing fire 
prevention effort," 

I will go into detail on that if you wish, but I do not 
think it is necessary at the moment, 

"Figures such as these in Appendix "B", representing recent 
loss experience, vindicate the necessity of establishing 
-peasonable premium stabilization funds. 

"Let us now refer to facts brought in two five-year 
periods, (see Appendix "C") viz. 1950-35, and 1940-45, with 
respect to the experience of our companies, In 1930 our com- 


panies carried $639,210,000 of insurance, with losses of 
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$1,808,000, when their combined surplus was only $688,000, 
or 10.8 cents for each $100 of insurance in force, I think, 
Mr, Chairman, you will agree that the directors of our com- 
panies at that time were stout-hearted indeed, and that they 
carried a great burden. These figures make clear that the 
farmers! mutuals carry on for protection alone, and without 
any profit motive to which income or profit taxes could 
reasonably apply. 

"In the year 1931 alone, premiums were added to by way 
of special assessment on the premium notes by $515,000, and 
still the surplus position of the companies was further de- 
pleted to $316,000, or a mere 5 cents per $100 of insurance 
in force, During this time, and for the next few years when 
assessments were necessary to meet losses, many directors 
would have been very thankful to have been relieved of their 
responsibilities. 

"This however was not the course they chose, Instead 
they fought on, strengthened by the faith and loyalty mani- 
fested by their members who had accepted the assessments and 
the reduction of inflated policies. They removed hazards 
from their premises, and unfaithful members from their ranks, 
and gradually the improvement came, assisted by somewhat 
more prosperous trends in farming, until now,at the end of 
1944, the average farmers! mutual in Ontario has 81 cents 
of surplus for each $100 of insurance in force, with only one 
Special assessment made during the last five years, This is 
indeed an outstanding achievement, but the sinister hand of 
rising loss cost hangs heavily over our heads. Losses have 
increased by $250,000 from 1942-44, and present indications 
are that during the next few readjustment years we will again 
Suffer losses, probably greater than in 1931, when they were 


$1,200,000 more than in 1944," 


at ta Mr, Cross 


I quote those figures to point out to the Commission 
the necessity of having a surplus of premium stabilization 
funds or accumulation of funds, or whatever you call it, for 
the protection of our policy holders, 

"From these figures it will be seen that premium stabil- 
ization funds are necessary, and help to build up in good times 
to take care of the bad. In good times losses are low and 
money plentiful, but in bad times losses are high and money 
is scarce, This works out much the same as unemployment in- 
surance. Another deduction which is quite evident is the 
uniformity in the amount of insurance at risk over the ten- 
year period, which has remained practically static --" 

That, too, will answer the questions with respect to the 
participation of a member in a mutual company at this time, 
who may not have been a member at another time. Our membership 
is practically static, as is borne out by the figures in these 
tables, 

"--except for reasonable variations caused by the fluctuation 
of values. The farmers! mutuals confine themselves to rural 
fire insurance, and offer no competition to other companies 
which do not want this type of insurance, and cannot therefore 
consider farmers! mutuals as competition, 

"May we point out the original purpose for which these 
companies were organized -- to provide their own members with 
insurance at cost, May we also point out that the conditions 
of their licensing by the provincial government (under R.S.0. 
1937, Chapter 256, of the Insurance Act, and part 16 of the 
Companies Act, Chapter 251) controls the following: 

(1) The type of risk they may accept. 
(2) The minimum rate to be charged, 


(3) The limits carried without reinsurance, 
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(4) The amount of Surplus necessary before rates 
may be reduced, 

(5) Supervision anda approval of all contract forms, 

(6) Investment of surplus funds. 

"Subject to the above, our companies still operate on the 
same basis on which they were organized, and they still have 
but one purpose, the Sharing of losses by members of our 
farming communities. These districts were never served by 
any other insurer in the Same way. Indeed, it was out of dire 
hecessity that the original members banded themselves together 
for their mutual protection, " 

I have a copy of the original organization meeting here, 
1556, 1 will read a paragraph or two from it, if you wish? 

THE CHAIRMAN: TI hardly think that is necessary, 

THE WITNESS:’ Very WoL. “sir, 

"It is worthy of note that these companies have served 
So well, that no new company has been organized during the 
last thirty-five years, to enter this field, It. dheasld algo 
be stated that no farmers! mutual has extended into other 
branches or fields which others might have been serving, 

"From the above it will be observed that farmers! mutuals 
are truly non-profit organizations and that their Surpluses 
so-called are merely advance premiums held against the con- 
tingency of future losses and for the purpose of levelling 
Out the premium cost so that such cost will not require much 
variation from year to year, although losses may vary greatly 
from year to year, 

CONCLUSION 

“We submit that it is NOT IN THE PUBLIC INTEREST to impose 

income or profit taxes on farmers! mutuals for the following 


reasons: 
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"(a) They, are non-profit organizations and none of their 
income as received from year be year, whether paid out in 
losses, returned to members or passed to reserve to protect 
against future losses can be considered as taxable profit or 
income, | 

"(b) They are now and always have been true mutuals, 
insuring none but their own members and furnishing protection 
at cost, 

"(c) The membership is almost completely static and the 
members of ten years ago who then contributed premium moneys 
remain members to-day, so that it can reasonably be said that» 
any moneys distributed to-day, whether derived from last year's 
premiums or premiums paid ten years ago, are distributed back 
to those persons who originally paid the money in. 

"(d) The farmers! mutuals do not constitute competition 
to the other companies who complain of unfair competition be- 
cause the other companies will only write selected risks, and 
do not wish to accept farm risks generally. The farmers! 
mutuals operate in a field unattractive to the stock companies, 
and where they have not and will not furnish protection. 

"(e) In the absence of farmers' mutuals the farmers, 

a section of the community which has always been in receipt 
of the lowest per capita income, would be required to pay 
very high rates for fire insurance protection. It is there- 
fore not in the public interest that farmers! mutuals should 
be taxed, either by way of premium tax or under any kind of 
income or excess profits taxation, 

"(f) The farmers! mutuals have effectively provided 
fire protection and prevention for the largest industry in 


Canada, at the lowest possible rates, and in the public 
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interest should be encouraged and supported, and should not 

be made subject to income and excess profics taxk-at the re- 
quest of stock companies which have avoided assuming farm 
risks and are in business to make profit in all ways possible, 
including the selection of choice TASks, 

"(g) The cost of insurance by farmers! mutyals at low 
rates does not result in the farming community unfairly 
escaping taxation, because the cost of insurance being low, 
the deductible expense of fire insurance is less, and the 
saving consequently shows itself in larger profits which are 
at the present time subject to taxation under the Income Tax 
Act. 

"All of which is respectfully submitted on behalf of 
the Farmers' Mutual Insurance Companies of Ontario, by The 
Mutual Fire Underwriters Association of Ontario," 

Mr. PsRKOR; I have just one question to ask this witness. 

«we Perhaps, hr. Cross, you will turn to the table attached 
to your brief. It shows that in 1944 there was a total surplus 
on hand for all these companies of about 35,500,000? A. That 
22 Tent, sir. 

wv» And the total number of members, I think you said, is 
approximately 140,000, is it? A. Spproximately 140,000. 

«>» If you divide that total amount of surplus among the 
total number of members it would work out at around $30 or $35 
Gach? A. I think that computation would be correct; about that. 

“.- sand I suppose the greater portion of that $5,000,000 
is invested at the present time? <A. I would say so; yes. 

«+ dn Victory Bonds and other good Seoureticss A. Largely 
in Victory Bonds. 

a A pretty liquid type of security? 4, Yes; necessarily 
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Q. That $5,000,000, or the portion of it which is inves- 
ted yields a pretty big income in the aggregate, does it not? 
A. I would say it would yield possibly at two anda a half per 
cent, and I would say that possibly $4,000,000 of it may be 
invested, 

Q. Nothing less than three per cent income at the present 
time, I would not think? A. There would be considerable of 
those funds which would be in trust accounts at two per cent. 

Q. The amount is of no Significance; it ig a Question of 
principle. Do you say that investment income is not income 
in the name of these respective companies? Why, if it were 
large enough to bear tax, should it not pay income tax? <A, [It 
has grown from $316,00u at the low period in 1931, which wag 
undoubtedly very low, as you say only 5 cents per $100 of 
insurance carried; and you Skipped the years from 1934 to 
1940 -— ? A, I did go because they were just @ Serb of 
repetition. 

Q. I am not Suggesting anything else, but it doégs Oring cout 
very clearly that during the war years you have certainly very 
greatly improved your position. It hag jumped from around 15 
cents per $100 up to 81 cents, and your total surpluses from 
around $810,000 up to $5,400,000. That is a pretty great 
improvement, is it not? A. It is a very great improvement; 
but if you will refer to my table on page 3 you will see that 
before a distribution of that surplus could be made the act 
requires that we have 50; 70 or 80 cents or even 100 cents per 
$100 of insurance, varying with the size of the company, so we 


are just now getting to the point where we fully comply with 


the requirements. 
Q- 1 am not Suggesting for a moment that your surplus is 
too big. I am merely calling attention to the fact that during 


this war, which everybody has been Struggling to help pay for, 
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this group of companies, whether its position was good or bad - 
before the war, did improve that position to this extent, and 
in the process have not been paying income tax, that is any of 
these companies? A. That is true. 

Q. Take a company with which perhaps you are more familiar 
than some of the others. Take the share of this surplus which 
belongs to each member. Is that allocated, or how does each 
member get his Share, his $30 or whatever it may be? How 
does it ever get back to him? A. It gets back to him in, the 
low rate that he gets all during his time on his insurance; 
or it gets back to him in the form of a refund from Surplus 
which is given to him in the reduction of premium one year, 
perhaps. 

Q. Does he from time to time get actual cash refunds on 
his premiums? A. He does. 

@. That has been done from time to time? 4A. In isolated 
fo2eS.. 14 is just in the last five years that the act has been 
amended to allow for refunds from surplus. 

Q. During that last five years have you been giving some 
refund of some portion of your surplus? As: I would think I 
Might say that six or seven companies have done so, 

Q. That is, those have been in a financial position 
where they thought it was safe to deplete their surplus to 
that extent? A. That is true. 

Q. I would like your explanation, then, as to why or on 
what principle you say that the investment income of these 
Companies is not income of the companies, with which the 
directors can do as they like, and why it should not be taxed 
aS income? Will you just explain that? A. Well, Mr. Parker, 
that investment income is no different from premium income. 


Q. Is it not? | at rae: wa inures to the benefit of the 
policy holder. | 
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Q. I grant you that, sooner or later. Is it allocated to 
him? Can any policy holder go to his company at any time and 
say, "You have some Surplus there, and I am getting out and I 
want my share"? 4, No, he does not do that. 

Q. Supposing he gets out but leaves his $30 behind. Who 
loses then? A. There igs another consideration, Sir, that he 
assumeS when he goes into that mutual where he hag a $30 
Surplus. He has already signed possibly a $300 obligation in 
the form of a premium note, which he must sign and assume 
before he can enjoy the lower rate procurable by the mutual 
system. If he is released from his: note, ~-. of course, mind 
you this does not happen; our policy holders go on. TI have 
farmers on my lists who are third generation members of this 
company. 

Q.- I do not doubt it; but I will venture to Suggest that 


you can also find some members who are in there for a yeer) or 


two and then get out? Ae (Yes) Sir, and who have come back 
Since. 


%. .Let us.deal with them as they go out. Do they take 


this share of the Surplus with them, no matter how small it 
may be? A. No, they do not do that, because it would not be 
practicable. 

Q@.- Now, do not argue with me; I am not saying it would. 
Take one who went out and never came back. What ultimately 
becomes of his $10 or $15 or p20, or whatever it was? <A. Whether 
or not he had $10, $15 or $20 depends entirely on the state 


of the company when he Came in. 


Q. He would have a little in “OY €889, Would le not? A, | May | 
I draw this to your attention, in the matter of refunds. 
Supposing we are declaring a refund to-day. The act says that 
unless a member has been a member for at least three years 


he does not participate in that refund. He must have been 
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there for some time in order to help build it up. 

Q. Take the man who has been there for his three years, 
and has helped buila it up. Then for some foolish reason or 
Other he got out and said, "I want to take my little share 
with me." Is there any principle under which he is entitled 
BO OLe.  £, No, 

Y. What becomes of it? <A. It becomes the property of 
the remaining members who have assumed his liability while he 
was with them. Do you not think that is reasonable? 

Q. I have no opinion one way or the OUlers ("am merely 
trying to find out what happens. There is just one thing I 
want to call your attention to in these tables, that is the 
big sheet. Is that six cents per $100 of insurance in the 
right hand column? 4A, Yes, that is per $100. 

BY MR. VAUGHAN: 

Q. Do you know why the losses are so much higher in bad 
times nee in good times? A, 188, Siri think J know. There 
are three reasons. One is that heating equipment becomes worn 
out, and roofs get in a bad state of repair. That is the 
first reason. Then bhere is the io ld business of Shortage of 
help, because things have to be done in a hurry when there is 
hot sufficient ineome to bay. tor the necessary help to take 
Care of things, and it involves good housekeeping, whether tc 
is in the barn or in the house. The third reason is the moral 
hazard, and that moral hazard is one of the things that we as 
farm mutuals have to contend with all the time. 

Q. What does that mean, "moral hazard"? A, Do you want 
me to be specific? In the inflation following the last war 
many buildings were insured pretty well. Then came an influx 
of new Canadians, and some who had been here quite a while, 


to the mediocre farm lands, on which were situated buildings 


i= 18 
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pretty well insured. We are the only people who will pay cash 
for old buildings. There ig only one stipulation; they have 
to be burned. There is the moral hazard. 

Q. I do not question your explanations; I think they are 
reasonable enough, but it is rather odd when one reads the 
statement that in bad times losses are high and money is 
Ssearce. 1 just wondered about that. 4. If you will take 
time when you are in Toronto to drop into the Department of 
Insurance they will show you graphs over periods of years 
Wiech shew the (line of fire. losses. Just following the general 
trend, when times are bad the losses go up, and when times are 
good oie ese. go down, 

The CHAIRMAN: Then I think we will adjourn now. 


The Commission adjourned at 5 o'clock until Thursday, 


FORTIN ONLOAD Yat, 10) am. 
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ROYAL COMMISSION ON CO-~OPERATIVES 


The Commission appointed to inquire into the 
present position of Co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
comparative positicn of persons engaged in 
business directly competitive therewith, met 

in Ottawa, on Thursday, April 19, 1945, 


PRESENT: 
The Hon, Mr, Justice ERROL, M, McDOUGALL, Chairman, 


B. N, ARNASON 


7 “ Sreratis Commissioners, 
Je J. VAUGHAN ) 


Associate 
Counsel, 


Kugene T, Parker, K, 
Roger Brossard, K,.C 
J. A. Chapdelaine Registrars, 


Bxecutive 
Secretary, 


ao 

Major H, D, Woods Associate 
Colonel G,. W. Ross ) 
) 


APPEARANCES: 

W. B. Francis Group of Co-operative 
Associations 

W. H. Howard, K.C. Private Grain Interests 

Ma eal move. Koc) Private Grain Interests 

ates trac tt Le ee re re Saskatchewan Co-operatives 

Ca ita CMS On eK American Reciprocal 
Association 

VV. Bvan Gray, K.C. Factory Mutual Fire Insurance 


Companies 
Hon. 5, A. Hayden, K.C. American Mutual Alliance 


Ny, S&S. Robertson Ontario Cash Mutuals 


Russell McKenzie, K.C, Canadian Board of Marine 
Underwriters 
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Ottawa, 
Thursday, 
April 19, 1945. 


The Commission met at 10 ayy or. oust iLce 


McDougall presiding, 


MR, PARKER: Mr. Chairman, before we proceed this 
morning I should like to mention one matter of a general 
nature, and it is in relation to the argument of the so-called 
insurance groups. I think it is desirable, from the point of 
view of the Commission as well as of counsel engaged in this 
case, that some sort of decision be arrived at with regard, 
first, to whether they wish to submit their argument in 
writing at a later date, in which event they could take their 
time in the preparation of it, or whether they would prefer 
to make verbal argument. If they prefer to proceed with 
verbal argument, then we must give some consideration as to 
when, Iam going to suggest that if some time during the day 
counsel for the insurance groups could get poesenoy and per- 
haps discuss it among themselves and make known to the Com- 
mission, through me, what their wishes in the matter are, we 
Shall then do what we can to accommodate them, 

THE CHAIRMAN: I think that would be a good idea; then 
we could discuss it at adjournment. 

MR, PARKER: Yes, and have some sort of definite under- 
standing about it -- if counsel would be good enough to do 
that. 

We propose to take up this morning the Ontario Cash 
Mutuals, for whom Mr. Robertson is appearing. 

Ontario Cash Mutuals 
MR, ROBERTSON: Mr, Chairman and gentlemen, this is the 


presentation of the group known as the Ontario Cash Mutuals, 
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which, as you will see from the brief which has been filed, 
are The Gore District Mutual Fire Insurance Company; The 
Economical; The Waterloo Mutual, aud The Perth, There are 

in Canada some additional cash mutuals which I am not repre- 
senting. In the east there is the King's, the Pictou, and 
possibly another small one -- they are all small companies, 
In the west there is the Saskatchewan, the Portage la Prairie 
and the Wawanesa, who fall handily into the same category be- 
cause they do business generally in the same way. 

These Ontario Cash Mutuals are very old companies, as 
you will observe from page 1 of the brief. The Gore; for 
example, is over a hundred years old, having been incorporated 
in 1839. The perth and the Waterloo govbacki to 1663...4-o0ver 
Seventy-five years, | 

THE CHAIRMAN: Where is the Gore District? 

MR, ROBERTSON: Well, that is a rather interesting 
matter of geography. The Gore was a section that ran from 
Kitchener and Waterloo down in a gore shape towards Hamilton, 
and the name arose from the way in which the early Surveyors 
started to lay it out. We have in the locality the Gore 
townships, and this territory was known as the Gore District. 
You will observe that the Gore was incorporated under 
6 William IV originally; it operates at present under 
dominion registry and is incorporated by special act, In 
this connection the last paragraph on page 1 of the brief 
may be of interest: 

"It is interesting to note the recital in the statute 
under which the Gore District was incorporated (6 William IV, 
cap. 18, 1836, carried over into the Consolidation of 1859 as 
cap. 52) which sets forth that 'Divers loyal subjects have by 


their petition represented the great advantagesthat would 
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arise from the introduction into this province of the prin- 
ciple of mutual insurance against losses by fire and prayed 
the interference of the legislature to enable them to bring 
the said principle into error ide operation, !" 

I should say on the instructions of my clients at the 
Outset that while they have strenuous and serious objection 
GO the appli cation of a profits tax in any form to mutuals, 
on the ground that you cannot fit that kind of suit of clothes 
On that kind of individual -—. they are a non-profit organiza- 
tion -- they are not in any way desirous of avoiding or evading 
bearing a fair and equitable share of taxation in this 
country; but it must be fair and it must be equitable, I 
Should observe at this point that a profits tax generally is 
not the kind of tax that can apply to mutual operation, of 
course that in some measure is begging the question, But may 
I make this observation in connection with an excess profits 
tax. Members of the Commission know and the public know that 
the purpose of excess profits tax legislation was to meet a 
war situation, a war which is just about over, It was in- 
tended to drain off those excess profits which trading organ- 
izations and individuals would enjoy as the result of war 
prosperity; and these remarks apply as: well to the stock 
companies as they do to the tax mutuals. Insurance companies, 
with the possible exception of marine, do not sell merchandise 
to the government; there is no increase in volume of business 
as a result of war, So that the purpose of excess profits 
legislation so far as our excess profits tax is concerned 
does not obtain in connection with the cash mutuals, 

Now, coming to my particular clients, the four Ontario 
Cash Mutuals, I pointed out their age, and I should like now 


to line up for you generally their method of operation, I 


Hi 
, 
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have observed a certain amount of mental verbal gymnastics 

as to the use of the term "surplus" amongst some of the Sub- 
mitters of briefs, and underwriting profit. At the outset let 
me say that these cash mutuals operate in a manner very sim- 
ilar to the joint stock companies, They have offices; they 
have office equipment; they have employees, and -- I hope 

that my use of handy language will not be turned against me .. 
they carry on a business in the ordinary connotation of that 
term, They have agents, They issue policies, They take 
applications, and generally they carry on similarly, They 
employ agents and they pay commissions. They solicit business, 
They issue contracts, and, like the stock companies, but 
possibly with greater happiness, they pay losses, They take 
and accept re-insurance. But there is a fundamental dif- 
ference which shows itself all along the line in their oper- 
ations. In the over-all picture their rates are less; their 
commissions are less, and there ig no profit motive, 

In connection with my particular clients, they are com- 
paratively small companies, They originated in the early days 
as straight farm mutuals, By reason of the exigencies of 
business and competition they were forced to change their 
method of operation and became cash mutuals, They are very 
Similar to life companies; and it is to be observed in con- 
nection with the brief of our friends the stock companies 
that they do not raise any issue as to life insurance com- 
panies -- the life field, We issue participating and non- 
participating policies, and must be distinguished from the 
farm mutuals, for example, The farm mutuals issue only 
participating policies. Certain life companies issue only 
participating policies, and certain life companies issue 


only non-participating policies; we issue two classes, the 
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participating policy and the hon-participating policy. Our 
non-participating policy is our cash business, hence the name, 
cash mutual -- where we take a premium to start with on the 
issue of the policy and that policy holder has no further 
liability. Then we have our participating policy, which is 

on the old mutual or premium note basis, where we take a small 
payment with the application for the policy and a premium note 
for five times the initial payment. I want to draw that dis- 
tinction to your attention. 

Generally speaking we carry on the bulk of our business 
in southwestern Ontario, We have no association, for example; 
we do not need an association, because every head office is 
within twenty-five miles of the other. Perth is at Stratford; 
Economical and Waterloo are at Kitchener, and the Gore at 
Galt -- within a small compass, 

Having grown out of farm mutuals the bulk of our business 
is on unprotected risks. We have for example 16,000 farm risks, 
I refer to this on page 2 of the brief -- and may I read just 
One paragraph: 

"The four cash mutuals insure at least 16,000 farm risks 
a8 well as a large number of village, town and other risks 
which are not protected by municipal or other firefighting 
organizations. Many of the stock companies will not insure 
these unprotected risks and in cases where farm risks are 
accepted the rates are higher than those available from the 
finials, " 

Which I am going to establish; I am going to put Mr. McIntosh 
of the Gore in the box, and Mr. Foot of Economical, 

I mentioned that we started as purely mutuals. The 


reason for that is shown on page 2 of the brief, the last 


| paragraph: 
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"The broad shift from reliance on premium notes, payable 
in arrears, to cash premiums paid in advance was brought about 
by the stock companies, [In entering the fire insurance field 
the stock companies approached the public with the ery that 
the mutual policy holder's liability was never fixed but was 
undetermined and unlimited, and that a mutual policy gave no 
security." 

Now, we have heard a good deal about things that have 
been described in language that has come to us from the 
accountants -- surpluses, underwriting gain and loss, I do 
not think this Commission or this investigation should be 
fenced in, may I say, by any particular language, but I shall 
deal shortly with the question of Surplus and the question of 
underwriting profit as these terms relate to the cash mutuals, 
If you will look at page 8 of the brief you will observe on 
that page a statement of the surpluses held by the four com- 
panies for whom I am appearing. I would direct attention to 
the quotation from the Ontario statutes governing these 
mutuals, commencing on page 7. In order to save the time of 
the Commission I will read only subsection 5 at the top of 
page 8 -- the other sections are there for the examination 
of the Commission: 

"(5) The said fund may not be reduced by the payment of 
dividends to shareholders or members, or by a reduction of 
current premiums below the limit of 2 per cent of the insurance 
in force hereinbefore mentioned, but it may be increased beyond 
the said limit if the company so desires, 

"The above statutory provision clearly indicates why 
the Ontario Cash Mutuals which over the years have accumul- 
ated large reserve funds are in-such a strong financial 


position to-day," 
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Then I read from what I suppose is the third paragraph -- 
it is unnumbered; 

"The following table shows the net amount of fire {n= 
Surance under the policies of the cash mutuals at the end of 
December, 1944 ~." 

I may observe that the figures appearing in the brief, 
except this and the table at the very end of the brief, are 
for purposes of comparison taken from the last available 
dominion blue book, which at the time this brief was prepared 
was 1942, published in 1943, To continue, the amount of the 
respective surpluses of these companies at the end of December, 
1944, was as follows: 


"Net Insurance in Force Surplus 


Gore District $1235, 415,863, $e, 00, 515 
Economical Mutual 114,057, 549. 2,940,246, 
Waterloo Mutual S200 ioe 1,988, 356. 
Perth Mutual 46,982,771. Lelopoe 


Now, keeping in mind the fact that the statute requires 
Ms tO average 2 per cent, it 4s to be noted ~~ this 43 reading 
from the next paragraph --"that all of the companies hold 
reserve funds not greatly in excess.cf 2 per cent of the 
insurance in force," That refers to fire only, because that 
is what is affected by the statute. And the next sentence: 
"The proportion of the total reserves held for casualty in- 
Surance iS in no case unreasonable in amount," 

In connection with these reserves the Commission will 
please keep in mind the fact that these companies have been 
operating, in the case of Gore for over a hundred years and 
in the case of the others for seventy-five years, and these 
Surpluses are the result of long years of operation, and ‘are 
the result of prudent policy -- the policy. required, may I 


Say, Of a trustee -- because I can conceive that these mutual 
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companies in our case are in no different position, notwith- | 
Standing the cloak of corporate entity, from that of a trustee 
of the policy holders! money. I will deal with the question 
of Salomon & Salomon and the other authorities, but I say that 
this Commission ‘must look through the mere legal rules and 
regulations; the body to consider Salomon & Salomon and the 
other authorities is the Exchequer Court. This Commission 

i3 considering the public interest, and in connection with 
that may I press upon the Commission that the cash mutual 
companies are merely trustees to receive and administer and 
disburse and husband the policy holders! money. 

Now, we have had a great, deal of discussion as to reserves 
and surplus -- I care not what you call them *or the purposes 
of the present inquiry, and I do not propose to recultivate 
the ground that has been go well tilled on the general Subject 
of surplus and reserve; I do not think anything I could add 
would assist the Commission beyond what Mr, Gruhn has said’, 
and Mr. Gray and others who have spoken, Let us consider 
underwriting profit -- keeping in mind again what T have just 
Said with regard to the position of the cash mutual being 
essentially that of trustee, JI Should like to read for 
emphasis, as I assume the whole brief is available to and will 
be examined by the Commission, the first portion of page 6: 

“TUnderwriting profit! (and loss), a term widely used 
in insurance literature, means only the excess of premium 
income over losses and Cxpenses, As applied to a cash mutual 
company it means only that its amount is available to reduce 
future premiums or meet future losses, In contrast with a 
Stock company the term ‘underwriting profit! means that the 
management has added a profit to the stockholders! account 


from which in the current or future years dividends can be paid 
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to stockholders, In the case of stock companies it has no 
relationship whatever to present or future cost of insurance; 
if not’ immediately disbursed as dividends it may go to reserve, 
there to be the property of Vihe shareholders, not the pollesy 
holders, and while it may contribute to the security of 

policy holders it is 4 protection to the stoekholder'ts in- 
vested capital and is a profit thereon and as such is and 
Should be taxable, 

"The above distinction is well recognized in income tax 
law," 

If this is the proper tribunal to consider the legal 
aspects of this matter, 

"The principle has been stated to be that income tax charges 
what goes into the taxpayer's pocket and not on what his 
pocket is saved," 

In the case of the mutuals the money 18 not going into 
the policy holder's pocket; his pocket is being saved, In 
contradistinetion, and dealing with the shareholder's interest 
in a stock company, the money 18 going into his poeket., It 
is income to him, His pocket is not being saved, except in 
the other character that he may take a policy withhts own 
company, where then he saves on a reduction basis! butein 
the character of a shareholder he is getting a profit, While 
my friends the stock companies have drawn in their brief a 
beautiful analogy, beautifully stated, between stock and 
mutuals, they have overlooked the essential difference of 
the profit element, which I submit and press upon this Con- 
mission is the essential thing ia determining whether it is 
in the public interest or not. 

THE CHAIRMAN: The argument is that his patrimony has 


been increased by the amount of the saving, and to that extent 
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Lt Ws pmotat : 

MR, ROBERTSON: That is just my point, Mr. Chairman, 
That is not an element that can be taxed under any principle 
of income tax. It is not that his pocket is saved; it is what 
goes into his pocket, That principle was applied in the 
Montreal Coke case. The argument there was that the company 
was saved over the years a difference in interest on the 
refinancing of the bonds. They struggled manfully right 
GhY ough: te the Privy Council, and that was the principle re- 
ferred to there by the committee, and referred to in argument -- 
that it is not what is taxable --with,.all respect, :I) should 
not be arguing this; it is a legal matter, but it is what goes 
into the pocket, not what is saved tho pocket, that 1a taxable, 
I say that is relevant to this Situation; that in a mutual 
company it is altogether savings; in a stock company it is 
altogether profit. To continue: 

en the: case of the mutuals the funderwriting profit! 
Saves the pocket of the mutual policy holder something on his 
current or future insurance cost whereas in the case of stock 
companies the underwriting profit goes into the pocket of the 
stockholder, Reference is here again made to the enormous 
Sum of over $42,000,000 paid in dividends by Canadian stock 


companies since 1875 as above mentioned,” 
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Then referring to page 5 of the brief, the third last 
paragraph, I read: 
"To. provide security the mutuals as their 
business has inoreased have bullt up reserves against 
conflagration and contingenoy and at the same time have 
constantly reduced their rates as conditions warranted, 
On the other hand stock companies while seeking to set 
up adequate reserves strive to make profits for their 
Shareholders. That stock companies have been successful 
in their endeavours to make profit is established from 
Pe xviii, Vol, 146f the Voas report of the superintendent 
of insurance where it appears that since 1875 down to 
1942 (inclusive) Canadian Stock companies had paid 
dividends to their shareholders of $42,395,000 and in the 
year 1942 alone the stock companies paid $1,479,000 
in which year they enjoyed only 36 per’ cent or’ the 
premium income." 
Since this brief was written we received the following Year 
Book; and in the year 1945, the figures for which were no 
in the table I gave on page 3, the stock companies paid 
$1,504,672, or $30,000 more than they paid in 1942; and they 
Tiled albrier complaining that they are being hardly treated; 
and they adopt the taxpayers’ association brief. I submit 
the figures do not show that they are being badly treated, 
Now I continue reading on page 6, where I refer again to 
the life insurance analogy: 
"Indeed analogous situation exists in respect of 
life insurance companies, They possess large invest-— 
ments from which they derive income," 


And may I interject here that in the brief of the stok 


companies they accept the life field. . just want to emphasize 


that; that is, the life companies. 
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"They possess large investments from which they 
derive income. The investment income is an essential 
element in the determination of their rates. As the 
interest rate goes down the cost of insurance goes up, 
as has happened recently because of the current trend 
of interest rates to the lower levels." 

So the interest rates are an essential element in the rate- 
fixing of any life insurance company, and I submit they are 
in the fire insurance field, 

Now, speaking of the investment income, there has been 
a great deal of diseussion of that. My submission to this 
Commission is that in the case of the mutual company, as I 
mentioned a few moments ago, the position of that company 
is that of trustee, nothing more and nothing less. You will 
Say a trustee is taxable. Certainly he is; a stook company 
trustee is taxable. If somebody dies and appoints a trust 
company as trustee, the trust company goes to the court and 
is awarded compensation, and pays a tax, Why? Because 
the stockholders of the trust company are in that business 
for a profit. But let us examine what happens to the moneys 
that trustee gets in for his trust, for his beneficiary. 

If he is the trustee of my estate, and he gets in interest, 
is he,the trustee, taxable on that interest? NOyehe isinot. 
Me isvonly A trusves i forndt.e one passes it out to my heirs, 
if I have any. He is not taxable on that income; and I say 
that in the case of the mutual companies. 

On the other hane he is taxable on the compensation, 
that is his profit; but he is not taxable in what he gathers 
in for his beneficiaries, He gathers it in from the estate, 
and pays it out; and in my submission you have an exact 
analogy in the case of cash mutuals, In our case we gather 


in our investment income, and it is held and applied in the 
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reduction of rates, and increasing our security; because our 
business may grow, or because in the case of the cash mutuals, 
for example taking the Dominion Blue Book, we carry -— that 
is, these clients now making their submission to you -- 
twenty-five per cent of the wind insurance recorded in the 
Dominion Blue Book. In the case of the Reonomical, this is 
carried in four or five counties in Ontario, Fortunately 

we do not have the extremes of Windy weather that they get 
other places. It could happen, however. We could have a 
Serious loss. Therefore we must have a reserve, and we must 
pass our interest earnings, underwriting gain and other moneys 
to that security. 

To come back for a moment to the analogy I have just 
drawn between a trustee in the case of a stock company and 
a trustee in the case of a mutual; in the stock company the 
trustee is in the position of the trustee trust corporation, 
where the shareholders get the compensation as their profit. 
And indeed the fire company, the stock fire company or the 
stock life Company, are in the same position. It has been 
intimated here in that case that in any of your fire C Cmpanies 
you have a large reservoir of funds which come in from 
others, the stockholders, who are not policyholders, In 
the case of the stock company, the stockholders cream off 
the top of the can the profits for themselves, as the 
corporation trustee does, But in the case of the cash 
mutuals you have nothing of that kind, because there is nobody 
there to get it. 

Again, in respect to your invested income, I could apply 
my remarks to that, because there is no point in my re- 
Canvassing the different aspects of whether it is income 
or whether it is not. Mr. Gruhn has done much better than 


I could hope to do in that connection, 
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Now let me just make this remark at this point; that it 
will be observed in connection with the stock companies 
that they are saying to you gentlemen, "Find that the cash 
mutuals have a profit, because it looks like a profit and 
whey cahl it aepr ofits" Surely you must look through that 
and see where that money goes, Gailing 1% ajprofies tadil< 
ing it an underwriting gain, calling it investment income, 
does not make it such unless you follow it throughs. As iI 
mentioned a while ago, we are in the framework of accountantst 
language. That is all right when you come before a judicial 
body who are construing the Statute; but this Commission has 
to determine whether the taxing statute should be applied; 
and I submit that they should look through mere language and 
go beyond it. 

I want to point out something else in respect of the 
analogy between life companies and fire companies. There has 
been a good deal said about what happens to the part of a 
mutual policyholder's premium which has through surplus 
for reserve, when he drops out; and it has been suggested 
that that is a profit, in some way; that that little portion 
of his premium, when he ceases to be a member, which during 
his tenure of membership from year to year, while he was 
in, had gone to the reserve was aprofit and should be reached 
by the taxing Statute, or may be within that category which 
this Commission is to say should be reached, But what 
happens in a case of a life company? You have lapses, 

Has anybody suggested that after a man has oarricd a life 
policy for four years and has paid premiums, and for one 
reason or another, disinterest, financial inability or 
otherwise, he does not continue to carry it, so that the 
life company has,four premiums -- is that probit? I submit 
not, because he was required to pay that to carry the risk, 


that intangible thing "risk"; and I submit in fire insurance 
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it is the same. 

Take the case of the surrender of a life policy. That 
eee not get back all his money; and I think this is a 
very close analogy. A man pays in premiums for ten years. 
At the end of ten years he elects to surrender his policy. 
Does the company give him back his money with interest? Noe 
You have a table in the back of your policy showing the 
Surrender value after ten years to be X-dollars, which is the 
total of what he has put in less something. What is that 
something? It is the risk. It is intangible. You cannot 
pick it out of the air; you cannot put it in a box and hold 
20 Up for inspection, but it is stil] what he paid for. Tf 
submit to the commission that what has gone of a mutual fire 
policyholder's premium into feserve contains the element of 
having paid for the risk, 

Then, again, when he came in he got security, because 
there was then, particularly in our old companies, an accumu- 
lated reserve which he dia not pay for but which carried his 
risk. When he came in he paid $10; let us take an even figure, 
If the company were Starting at that date the $10 would not 
have taken care of the risk and given the security. But he 
steps in with a $10 premium, a low premium, which he can do 
because of perhaps a hundred years of careful operation. 

Then he steps out. It is true that if he has been 
there for three years, each year probably something has gone 
to reserve, be it out of underwriting gain or so-called 
investment income, It is suggested that they keep same thing 
away from him which is not a cost; that they keep something 
away from him and it is therefore profit. I submit it is not 
profit. He is then paying, when he goes out, for that thing 
he got when he came in: ithat is, sesurity, and it is the 


element of paying for the risk, 
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Now let te examine the underwriting profit feature of 
mutual operation from another aspect. I know what my 
learned friends are going to say about Salomon and S@loren, 
but just let us Suppose now that Mre Foot, who is manager of 
the Economical, by some magico becomes the Economical. He 
is the Economical. Let us forget for a moment the inter-~ 
position of this legal entity, the company. He is now carrying 
on the business; he takes in the money from the mutual policy- 
holders; he pays the losses, arranges the reinsurance, and 
SO on. Let us say this Mr. Foot, the individual, has become 
the Economical mutual. What part of the money that passes 
through his hands at the end of the year is taxable? His 
Salary, and only his salary. Is the investment income that 
Mr+ Foot has been handling, that he has been taking in and 
seeing is paid, and putting in the bank -- is that taxable 
in Mr. Foot's hands? I submit not. 

THE CHAIRMAN: You are supporting the reciprocal case, 
then? 

MR. ROBERTSON: Yes, IT am saying, Mr. Chairman, that 
in the case of the cash mutuals or any other mutuals, you 
have an agency. It is true that you may tax an agenoy on 
ibs prorit. What does Mr. Foot get out of it? He gets 
a Salary, the same salary that he now receives; no more and 
no less. He pays his tax on that Salary, but he does not 
pay anything on the underwriting gain or loss} that is his 
policyholderst, You have hit the nail right on the head, 
The position is not different, by reason of the interposition 
of the company. 

Our friends will say"Yes, it is, because the taxing 
Statute taxes the company. You must screen it off where the 
company is, and catch the tax there," That: again, of course, 


is an argument for the Exchequer court, but I think it is 
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pertinent here. 

But look at what the statute does in that case. What 
does it say about a personal corporation? Tis. aveh fhe 
other side of the shield, you see. What does it say, about 
a personal Scam aia It does not say , in reference to 
a personal corporation, that the profits or earnings of that 
corporation will be taxed in the company. It states right 
through that it is the individual, Where is it different 
here, where you have a non-profit organization? Your 
statute recognizes the individual Shareholder in the case 
of a personal corporation; it goes right through it. You 
will find it in section 21 of the Income War Tax Act, 
which I might read. This is just on the point that the 
argument that there is a corporate entity does not really 
hold water when you examine it with the statute. Look 
at subsection (1) of seetion 21: 

"The income of a personal corporation, whether the 
Same is actually distributed or not, shall be deemed to 
be distributed on the last day of each year as a dividend 
to the shareholders, and the said Shareholders shall 
be taxable ench year as if the same had been distributed 
in the proportions hereinafter mentioned." 
You get the legal fiction of a corporation, and therefore 
it must be taxed, That is a statement which is completely 
destroyed by the provisions of the present act, where they 
go right through the cloak of corporate entity. ie}5 grade’ 
pointed out to you what happens in the case of Mr. Foot, 
Supposing he is the Heonomical. Nothing that comes ir, 
in the way of underwriting gain or investment income or 
anything of that kind, is taxable in his hands. But now 
let us put Mr. Hurry of the Northern Insurance Company in the 


Same position, Supposing the Northern Insurance Company 
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is Mr. A. Hurry, carrying on Sletroee as the Northern 
Insurance Gompany, and what happens to the investment income 
in that case? What happens to the underwriting gain in 
that case? He is taxable; there is a difference, I submit. 
In the one case of the mutual company you just reach through 
this thing and see what actually happens, regardless of the 
form, regardless of the accountants? language, regardless 

of corporate entity; you see what actually happens, and I 
submit in the analogy it clarifies the position. 

In Mr. Hurry's case, the case of the stock company, 
you have Mr. Hurry having to pay all the taxes because he 
is the proprietor, and he makes the profit. .He is there to 
make a profit, and more power to him. There is no oriticism 
On our part of profit-making. All we say is. that it is 
absent here, If there must be a tax, we submit that the 
tax as related to the mutuals is not to be a profits tax, 
an income tax or excess profits tax, 

Further on the point of underwriting profit and invest- 
ment income and the like, I do not think we need go beyond 
what Mr. Gruhn has said. He is a man of very broad experience, 
and I cannot add anything to his statement, 

There is another aspeot of this matter to which I should 
like to refer; that is the order in council. T should Like 
to indicate just some of the provisions and apply those 
provisions to what I have to say. The commission, under 
(a) is to inquire into the personal position of cooperatives; 
and I greatly regret that the mutual insurance people 
should be mixed up with cooperatives at the moment in this 
investigation. Under (b) it is to investigate the organiza- 
tion and business methods of the cooperatives, and any other 
mtters relevant. Then ce commission is to report all 
facts which appear to be pertinent for determining what would, 


“in the publio interest, constitute. a just, fair and equitable 
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basis for the application of these Statutes and for the 
amendment of existing laws. 

I submit that there are really two aspects of public 
interest. One is the interest of John Citizen in two 
characteristics, one as a taxpayer and the other as a plain 
Gitizen. The other is the public interest of the treasury, 
in revenue. Let us deal for a moment with the interest 
of the treasury; let us see what our friends, the stock 
companies propose. I would refer you to this yellow brief 
filed on whose behalf we do not know as yete We know Mr. 
Geoffrion, Mre Mann and Mr. Ham, but we do not know who je 
really speaking; it has a certain anonymity about it to Gace. 
though we hope to clear that up later. Let us look at 
page 11 of their brief, 

THE CHAIRMAN: Whieh orief; the supplementary brief or 
the main one? 

MR. ROBERTSON: No, the first brief, They propose and 
Suggest in clause (a) that all exemptions from taxation with 
recpect to insurers in the other than life field be eliminated. 
That is, as Mr. Gray has so well pointed out, that they want 
section 4(g) out of there; and, as he pointed out, seetion 
4(g) was simply a statement of the common law. 

Then they deal with Mr. Masonts clients, the reciprocals, 
and then they come down to paragraph (¢).. I would not comment 
upon the clarity of paragraph (0) or its meaning, but I think 
I know what it means. Let us read it: 

"that the oats oe by parliament that reciprocals 
and mutuals enjoy an advantage over the stock companies 
appearing from the differentiations in the premium tax 

“enacted by .., the Special war revenue acte «. be 
¢liminated as being in no wise an equalizing measure and 


consequently that such sections be repealed;" 
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In case we get some objections from the back seats, 
I will read the last phrase in a moment, What they are 
proposing down to the semicolon, however, is the repeal of 
the premium tax. I cannot read any other meaning into it. 
Then they go on ana Ssay,"or make it even," and thatis: justmhat 
we say. We say if you do not repeal it, make it not two 
per cent for the stock companies and three per Cent, Torus 
and four per cent for the reciprocals, but make it even, 
But let us leave out the last phrase and see what they propose, 
down to the semicolon, 

In the first place, we have had a great deal of discuse 
Sion about profits and a profit tax, but as yet no one has 
mentioned any figures. If you will look at page 14 of the 
cash mutuals' brief, we have given you some figures out of 
the Blue Book. We have substituted new pages 14 and 15; 
the arithmetic in the original pages was not too good, but 
it does not change the argument in the slightest, The 
error in arithmetio hurt ourselves, because we took off 
too much, Now let us look at the corrected figures on page 
14, You will see that from the Blue Book, the second item 
in the right hand column, the cash mutuals had total net 
Premiums of $4,438,803, on which we paid three per cent. 
That would give a tax of $133,164. These figures do not 
appear anywhere in the brief, if you wish to take them down. 
Three per cent on the premium income of the cash mutuals, 
that is the special war revenue tax, would be $133,164, 
Then you take the Alliance group, which is the other mutuals, 
and you have the second last figure from the bottom, 
$4,490,034, at four per cent, which yields roughly $175,000. 
Then you have the stock companies and the others bulked ’ 
paying two per cent on $86,000,000. So that you have, 


at your present rates of two per cent, three per cent and 
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four per cent, the treasury now receiving $1,952,000. 

Again going back to the stock company brief, in paragraph 
(c) they propose -- leaving out the ites phrase again -- 
that that be eliminated; that the treasury lose that amount, 
That is what they propose in paragraph (c), 

Now let us see what they propose to give the treasury 
in (a), and I should say that these figures are not final; 
but I suggest and recommend that Mr. Glassco prepare final 
figures to carry out the idea that I am expressing. I was 
limited to those figures which were easily available, and I 
have proposed to apply to the mutuals, so far as IT cany 
the income and exoess profits taxes, so when the stock 
companies take away the $1,952,000, let us see what they 
propose to give back. 

In the case of the Beonomical, Gore, Perth, Waterloo, 
Wawanesa, Portage and Saskatchewan, that is the cash mutual 
group leaving out the Kings and the Picton, which do not 
amount to very muoh, and taking the standard profit as the 
average of the figures that avpear in Stone & Jox as a 
convenient place to «et it, in some cases we took a two- 
year average instead of four years, the standard period being 
1936 to 1939, but this can be worked out from the Blue Books. 
You have this situation. You have the cash mutuals paying in 
income and excess profits tax some $598,000. You have the 
Alliance group -=- and the figures for that are from appendix 
IV, the reoapitulation of the Alliance group brief -- you 
have the underwriting profit there, and you have the profit 
for 1943, so that you have for the Alliance group, apparently, 
$118,000. There were no figures readily available for the 
Manufacturers or the reciprocals, but you have from both 
eash mutuals and the Alliance an income and excess profits 


tax of $717,000. So you would have to gather in from the 
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Manufacturers group or possibly investment income, in the 
case of the Alliance group, because I cannot tell that this 
is only underwriting gain -- the difference between $717,000 
and $1,952,000, which ig $1,200,000, before the treasury 
would be as well off-as it ig now, if you accept what they 
propose here, 

That is the first point of public interest, ES te) be 
the public interest to adopt what our friends suggest; that 
is; the "elimination tof »the premium tax, and impose instead 
the profits tax? I submit: that it is mot,)from that aspect. 

There are other matters of public interest; and I would 
just wish to refer again to the language of the order in 
counoils: 

"--= on what, in the public interest, constitute a just , 

fair and equitablebasis for the application of the Income 

War Tax Act to (the mutuals.” 
So what is the basis that is to be just, fair and equitable? 
Having that in mind, and continuing on the matter of public 
interest, I would like to refer the commission to pages 16 
and 18 of our brief. That is the section headed, “British 
and foreign stock companies enjoy a further peculiar tax 
preference by avoidance of tax on investment income." 

You will observe that in the first paragraph, which we 
have taken from the 1942 Finlayson Report at page 68, we 
have the division of the Cmadian field. I will not trouble 
to read page 163; it is there for the information of the 
commission. the polnthascthet the large portion of the 
premium payments of Canadian citizens go to foreign companies 
to which, under the income and excess profits. tax acts, 
the charging sections as far as earned income is concerned, 
do not apply. 


Take a British company doing business out here. It 


a . a ‘ 7 
of i ea raent 2 on ty oi 


st Be swe baer sty: wyetigeh,. aii ala nen anh eee 
Res oh ceed’ Saseenee pie AE: hon ad Ay oe to Lie ar 


Le RPP Me: On hGlN £0. CAEN O, OE TE ie 


ST BRUN aa Bates UF Se, Fag. fa058 ae, ae eis 


s 


ae! 


Pee Paki ek aaty Ee Qe ean aa agit if | traketei eat ee 


Linc’ » 


BS Z i = i , ek Ps gt ay Ee veo 


ee 
a RE Ss Sate Oe et ee el ee Tae ‘Seanen = ; Are arttoren 


Greist ; SOS BGA, fe as > we 2 ve | race 


by Wat 
bee 


| Baio icy Satp we ee ee ce) 28 SOR vn ora hs : 
uy « vy ve Poe be ae : i ae 
ad: + is Tay uy : wi, ~ a Pd Mi fi *) Pes ki 4 Ave a < & % : 4% ar i * ; ce it ot : 7" viet Oe teu . ' 


A, . ; : te a eee Ta a 7! 


4 


: St ea eo Pe : i . 
Bee. eeu cay: bes ah Tay edt Bt Ae * a. 7" ji 
| : hs ri 


[ 5 ere i 
» 
y t 
i) ao bh ame ‘ - P * ‘ 
Pee Poe, S29 TG E seek. pe Bene la BORG | PON Aiee 2 ate sitchen 'g 
Li , me ; i ES + oPrsy = ae ‘i Posy a 
tx 
ye wy ri =e ; om _ f. f-<40) Deve § 
est) Se ; pe OO eos Ble eA 4 Pies 
es iy if i oe Rep AY Me of : at 
| 1 sy i bee RES b io i 9 ’ : ¢ “nail 7 1) 
en . Meblalaeo ea ot Sakis ‘ 
1 ) : £ ake re, . yy ey . ie ‘ Bt a ie Th y . a 
| et - ; ; s er ac +f fi eee 4 
‘ae is a oy ~ t a} = - : ex é ~ - 
Hi eo elise yee mE ee) ¥ (val 02 OF saeot Rie 1 ae ae! a9 wy, ssi oe. 
a tae) in RC 


pple ag. ani gules 
B ye oe hated ao 


bw jaye: 43 ve GEaee ¥}) 
ee ia A ar bin 


i tle ay toot ten 


seer Sy (ey 


OLTTE OF: sontenehon 
ar © ea io 
 RORE senha’ ovait.! 
- a. “7 7 
dk ea 
A re 
4 3 


i ae, te ier see a 
ips a minnie 


be : Mi ca 
bow Sat L 
7 os z, 
~ 
£ aes 


Pea car ¥ 


: EC ae 3 ohh i 


oe + yaaa phy 


Tee hei lk “eit mee 


-6086- Mr. Robertson 


drains off a substantial portion of the Canadian citizerts 
insurance dollar. That money goes out of Canadas possibly 
it is invested in Canada. The security is taken out of Canada 
to the head office, "notionally," only. Mark thats iteis taken 
out notionally only; Mr.Finlayson requires it to be kept here, 
and it earns interest here, but it is not brought into account 
for the purpose of tax, In this connection I should like to 
read from page 17; 
"The interest earnings of most of the foreign and 
British Companies, as shown in the Superintendent's report, 
bears no relationship to the interest on the value of 
bonds and debentures on deposit with the Receiver General. 
The following are examples; the Sommercial Union, page 191, 
1942 report, held on deposit with the Reoeiver General 
$932,594.20," 
That is a sizable chunk of money. 
"--interest earned ~ $2,772.00; The Helvetia Swiss, 
page 553, held on deposit with the Recciver General - 
$167,608.00, interest earned $750.00; The Royal Exchange 
page 647, held on deposit with the Receiver General - 
$864,656.00, interest earned ~ nil; Pearl Assuranac, page 
082, held on deposit with the Receiver General 
$803,584.00, interest earned $6,721.50," 
These companies are not bringing into Canada these large 
sums of money from foreign business. Mr, Finlayson surely 
is not. asking them to bring in money from the United States 
or England. This is money which had its origin and was 
derived in Canada. 
"Looking at the tables on PP. CXiv to oxxv of the 
1942 report we find the income in Canada of the different 
classes of company, taking the totals of the column 


headed "Income, rents and dividends on stocks earnea"- 
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' "Canadian companies British companies Foreign companies 


35408, 274 860,786 150974 553 
but as appears from p. lxii (table B) and p.exx (2nd table) 
of the 1942 report the several classes of companies 
enjoyed the Canadian business in 1942 in the following 
proportions: 
Canadian British Foreign 


(including British 
and Foreign controlled 


; Fire Casualty 
12,656,228 (26.23%) 16,394,902 (34,034) 19,140 ,329(39.74 


fo) 


17,165,984 (54.1% ) 12,642,254 (25.2%) 20,328,965(40.7 


(4) 
rn a ne tee 


29 790,212 (50.3%) 29,036,156 (29.3%) 39,469,294(40,4 


ho) 
It is to be observed that Canadian companies enjoy- 
ing only 30.3% of the total business have all their 
investment income $3,408,274, included in profits for 
tax purposes while British and foreign companies enjoying 
69.7% of the total business earn only $1,958,339 invest- 
ment income in Canada and this is not included in profits 
for tax purposes," 
Can it be said to be just, fair and equitable to apply 
a profits tax to a non-profit organization when you have a 
situation like that? In connection with the application 
of the tax to British ana foreign companies, and to marine 
insurance, with which I will deal in a moment, you heard 
what Mr. Hayden had to Saye I had hoped that an income 
tax official would have been called, so we could clear 
this up. My information has come from the insurance depart- 
ment unofficially; I have been go advised, that this income 
is not caught, and I would suggest that a tax official 


be called to clear this UPe 
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I may be wrong, though I do not think I am. There is 
only one way of finding that out, and that is by calling a 
tax, official. 

Now I read at the top of page 18: 

"We submit the above clearly establishes the 
inequitable incidence of income and excess profits taxes 
whereby the Canadian stock companies are caught and bear 
the burden of taxation and British and foreign companies 
enjoying over two-thirds the business escape. In no 
case, except in the case of Canadian incorporated companies, 
does the interest from investments form a part of the tax 
able income. 

"It will be observed that the inequitable incidence 
of income and excess profits tax arises from the differenee 
between the manner of computing tincome* to which to apply 
tax against Canadian stock companies and the manner of 
computing the tincome' of British and foreign companies 
and this inequity should be remedied, 

"What happens is that tincomet of Canadian companies 
includes the income received from the investment of its 
capital reserves and unearned premium as well as its so- 
called tunderwriting' profit. In contrast in the case of 
British and foreign companies very little (if any) invest- 
mént income is so included as taxable income on the theory 
or fiction that the investment income of a company having 
its head office out of Canada is received at the head 
offise out of Canada and as it ig Supposed to pay the head 
office expenses referable to Canadian business it is not to 
be included in the income of the company for the purpose 
of income and excess profits taxes," 

I may observe, and I suggest that this should be ratified by 


Calling a tax official, that this practice arose, I think 
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back in 1933, or about that date, when the invested income 
on deposits was then said betaseiand to be considered ag 
equivalent to the expense applicable to Canada incurred at 
foreign head offices; and T suggest that is a point which 
Should be cleared up. Just in contrast with that Situation, 
and along the line of some discussion that has taken place 
as to the desirability of imposing tax on investment income, 
I should like to read the Second paragraph on page 19 of our 
brief: 
"The application of the Income Tax Act and the 
Excess Profit Tax Act bears little relationship in so far 
as Canadian companies are concerned to the underwriting 
profits and, as pointed out above, a number of Canadian 
stock companies have paid in the form of. income tax and 
excess profits tax considerably more than the under-= 
writing profits made by these companies," 
The reason, of course, being that the underwriting gain is 
small and the accumulation, for example: in the Western, over 
those years of operation is large. 
However, taking into consideration the most extreme stock 
company cases, it would not compare with the application 
of these acts to cash mutuals, where in 1942 the four 
cash mutuals made an underwriting gain-—" 
tI am referring back for the moment to page 8, where the sum 
of insurance in foree is shown at about $400 ,000,000; and 
they made an underwriting gain ~- 
Ps20! 977.551. their inoome fron reserves was $390,475, 
or a total of $468,006. The minimum payable on this income 
base@ on forty per cent would have amounted to $187,202 
or approximately 250 per cent of the underwriting gains 
for that year." 


So it does not seem that it should be applied, Would it be 
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just, fair and equitable to apply a profits tax on any basis 
to mutual, non-profits activities while you have the very 
companies that compete with us enjoying large profits from 
marine business, which apparently again completely escapes 
taxation? Just let us look at one company as we go along. 
I deal with that at page 13 of the brief; but before going 
On with that point, just let us look at the Blue Book. I 
am reading from the 1943 adition, at page 212. This is 
the Continental, If you will look at the statement of the 
Continental appearing in the 1943 Blue Book, starting on 
page £10 and continuing over to Page Cle, D. should Dike so 
just read into the record what happens in connection with 
this company's marine business. The net premiums written 
amounted to $408 ,643. The losses incurred totalled $18,326. 
The expenses and taxes incurred amounted to $86,000. The 
underwriting gain was $389,254.They made an underwriting 
profit on their other activities of $63,2263 they made an 
underwriting gain on their marine business of $389,000, 
which marine profit escaped tax. Now I should like to 
read on page 13 of my brief: 
"Marine Exemption 
"The marine premiums on business in Canada in 1942 


(pec.ec. of 1942 Report) was as follows: 


Canadian companies $ 563,493, 
British companies 6,680,367. 
Foreign companies 7,050,716, 


$14,294,576, 
So we have $14,294,576. stock company marine premium 
income which totally escapes the premium tax," 
That is the first point, under the Special War Revenue Act. 
"--Of this the largsé portion goes into the coffers of non- 


Canadian companies. 
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"The figures as to assets in Canada for marine pro- 
tection are even more startling. For example, the Eagle 
Star collected in 1942 (p. cece of 1944 report) $1515) 314, 
in premiums against which it held assets of $17,543 only 
and the Sun Assurance enjoyed a premium income of 
$1,033,270 but had no assets in Canada in respect of 
marine business, It is alsoobserved that no company doing 
marine business in Canada received in Canada any income 
other than premium income except the Hartford which repore- 
ed $2,121, other income. Taking the totals for British 
and foreign companies only we have total premium income 
in Canada for marine business of $13,731,083, total 
losses in Canada and other expenses in Canada of $9,514,755 
($7,576,384 plus $1,938,369) which dedueted from the total 
premium leaves $4,216,330 excess, as a net premium income 
apparently siphoned out of Canada which bears no premium 


tax, income or excess profits tax," 


The corresponding figure, extracted from the 1943 book, 


$5,073,046, That is not in the brief, Those figures will 


7 found in the 1943 report, the last ones at page 82, I think 


is; I am not very sure of my Roman numerals, The figures 
the mimeographed brief were taken from the 19428 book, 
"Furthermore, most of these non-Canadian companies 
writing marine insurance and enjoying this preference ag 
to premium tax also write fire and in many cases casualty 


insurance directly and through Canadian subsidiaries," 


These are the people who, in the income tax payers! brief, 


and in their own brief, are heard to say that they are 


badly treated, competition-wise. They compete with us in 


the fire and casualty business; and the same companies 


carry On marine insurance, in which they e8cape this taxation. 


"Besides the marine premium tax preference they 
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also enjoy special advantages in the way of eseaping 
income and excess profits tax on investment income under 
the fiction that such investment income is earned at a 
head office outside of Canada as will hereinafter be 
discussed," 
I submit that it would not be fair or just or equitable to 
apply a profit tax to a non-profit organization, when you 
have such inconsistencies and exceptions as those existing 
in the tax structure. That is entirely beside the appli-+ 
cation of a profits tex to a non-profit organization. 

The other matter bearing on justice, fairness and 
equity, again in the public interest, is the preference avail- 
able to the stock companies, both local and foreign, with 
which I deal at page 15 of the brief, commencing with the 
third paragraph from the top of the page: 

"A preference of two per cent on $82,184,407 is 
equivalent to a tax saving of $1,643,688 to the stock 
companies over foreign mutuals and reciprocals and a 
preference of one per cent over cash mutuals 16.48 
saving of $821,844," 

That is a saving to the stock companies. 

"Now let us examine table A on Pe ixvii of the 1942 
report. We see here that the total income tax paid by 
Stock companies amounted to $1,619,458, a figure not 
materially different from the preference in rate that 
they saved as against their competitors under the 
Special War Revenue Act. 

"Admittedly they pay $2,733,455 under the Excess 
Profits Tax Act. But why should they not be liable to 
excess profits tax? They are in business to make profit 
(as contrasted with the mutuals) and should not be treated 


differently from any other profit-seeking organization 
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under the tax lawa,. 
"The Canadian stock companies have not suffered@--"t 
Regardless of their complaint. 
"-~as is evident from the totals On Wes .XCLe%. of. the Lgae 
report where it appears that the total assets in 1941 
were $99,285,379, and had inoreased in 1942 to $104, 438,721 
in spite of wartime taxes to which the Stock companies 
were subject. The totals for Canadian companies on pe. 
evil of the report confirm this because they show that 
while the capital stock had decreased some $96 ,000-—" 
You will observe that the capital stock went down, 
"--the excess of assets over liabilities (excluding capital 
stock) had increased by $2,083,365 ($61,468,974 less 
$59,385,609,)" 
So we have no great harm being done to the stock companies, 
competition-wise, according to the figures. Their feelings 
may be hurt by the mutuals, but certainly their pocketbook 
is not. 
The remarks I have just made have had reference to the 
public interest from the point of view of the treasury, 
and as applied to the submission to this commission, to find 
what is fair, just and equitable in the application of these 
profit taxes to a non-profit organization. There is another 
phase of public interest. What about John Citizen as a taxe 
payer, and as an insured? Is it desirable, is it in the public 
interest that greater burdens be placed on the mutual companies 
which admittedly are a thorn in the flesh of the stock 
companies, and whose rates are admittedly lower than those 
of the stock companies, that is over the broad field? Is 
it in the publie interest to place greater burdens upon those 
non-profit organizations, who are now paying a higher rate 


under the Special War Revenue Act? I submit that it is not. 
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I submit that it is very healthy that the mutuals, par- 
ticularly the cash mutuals, who I have said Carry on business 
almost in the same way, but for the profit motive, should 
be allowed eet ay in the field ana keep down the rates. 

There is another very, very important phase of the public 
interest, in the aspect of the interest of the citizen. 
I refer to protection in the same general field as chat in 
which the farm mutuals operate. The field of the cash mutuals 
and mutuals generally is the unprotected areas; that is, 
where they have not elaborate red fire engines, hose and 
fire-fighting apparatus. I pointed out earlier in my 
remarks to you, Mre Chairman, that our people operate in 
that field; and I am Speaking now at the moment for the four 
Ontario cash mutuals; I do not know what Wawanesa, Saskatche~ 
wan, or Portage la Prairie do. They may be operating only 
where there is fire protection, though I doupt le The 
bulk of our business, not all of it but the. bulk of our 
business, taking the four cash mutuals in a group, is in 
unprotected areas, We have said in the brief that we go 
into these areas and the Stock companies do not. Mr. Foot 
Will be in the box in a moment, and that question can be 
asked him, But let me refer you to page 50 of the brief, 
This is the agency registration plan, part of the appendix, 
I just want to point out one feature of the classification 
of the agents, for this commission, notwithstanding salary 
control and wages control, How they ever got over this, 
I do not know; but it may be outside the act, I quote: 

"An agent already giving companies members of 
che OU. Ay . not less than 50 per cent of his 
total fire premiums, excluding farms -= " 
MR. PARKER: This is a4 quotation you are reading now, 
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MR. ROBERTSON: Yes, 

MR. PARKER: It was contained in a public address? 

MR. ROBERTSON: Yes. 

MR. PARKER: 2 just wanted to know the authority for it, 

MR. ROBERTSON: It was a public address. it. is snot ‘part 
of the brief, If nevessary I think I can produce the 
authority. It is not very important, but I just point out 
that it does exclude the farms ,\both in the: first paragraph 
and in the next paragraph, which is (b). 

I say it is in the public interest not to put a profit 
tax on a non-profit organization which furnishes a part of 
the community needing fire insurance with that fire insurance 
at a low rate, where the stock companies do not want to go 
in. 

I have not developed the competition angle in the remarks 
I have made, but it is there in the brief for all who run 
to read if they wish. In connection with this matter 
now being canvassed, I would recommend to the board that they 
look at page 45 of the brief, which is taken from the report 
of Judge Masten. May I read just the first paragraph; 
and remanber that this is taken from the report of Mr, 
Justice Masten at pages 31 and Oo e 

MR. HAM: Was this evidence before the commission? 

It was not the commissionerts report? It was evidence 
before the commission, was it? 

MRe ROBERTSON: The first part is the commissionerts 
words; those are paragraphs 2 and 3, The next paragraph, 

4, is the evidence before that commission. The evidence 
is not taken by me from the sworn transcript; it is taken 
from the report of Mr, Justice Masten: 
"It also appeared before me in evidence that a short 
time ago the tariff companies, under the name of The All 


Canada Insurance Federation, approached the Minister of 
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Finance at Ottawa, to request that the federal government 
should impose a tax on unlicensed lneureanoces (iis dss 
I add for your information certain extracts from the 
evidence of the general manager of the insurance depart- 
ment of the Canadian Manufacturers Association, which 
summarizes the arguments against the imposition of the 
suggested tax," 
I think that clears up the point raised by Mr. Ham. I have 
the Masten report here if it is desired. Now I should like 
to refer to pages 22, 23 and 24 of the report, which I 
propose to read, me then I am through. 

THE CHAIRMAN: Has a copy of the Masten report been filed 
already? I understand that we are getting a copy of it, 
but have not got it yet. Have you a spare copy? 

MR. ROBERTSON: I have my copy here, and I shall be 
glad to leave it with you. You may have difficulty getting 
it. You will be able to get the Hodgins report; but -L) think 
I got almost the last copy of the Masten report. 

Now I should like to read the part of my brief dealing 
with conclusions and submissions, beginning on page 22, 
and then I am done and will call the witness: 

"The Ontario cash mutuals have no wish to avoid 
bearing their fair and equitable share of national taxes," 

But we are unalterably Opposed to the kind of machinery 
which is propssed, to put on us a profits tax, 

"However, the cash mutuals submit that regardless of 
legalistic arguments based on English tax legislation 
Which differs materially from existing Canadian tax 
legislation or based on English decisions interpreting 
English legislation, a profits tax of its very nature 
has no application to their activities. It is further 


Submitted that before any attempt is made to apply 
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profit taxes to mutual insurance operations the apparent 
glaring inequities in the present tax Structure appli- 
cable to insurance shoulda be remedied," 
Aoparently that is the view of the stock companies, as appears 
by the last phrase in paragraph (c) of their brief, to which 
I referred earlier, You will remember that I pointed out 
that they propose to take away the premium tax and give 
back the profits tax, but it would not equalize, 

"The remedy of these inequities would be inthe 
public interest because this type of tax would bear 
evenly on the whole fire and casualty business and 
would reflect itself to the same extent in all premium 
rates charged the insuring public." 

Just there might I observe that there has been a discussion 
as to taxes, income taxes and prorit taxes, filtering their 
way through to the premium, That may be in a measure; 
i amnot<an economist, and I would not argue that. But 
there is no doubt that LE hte swe straight premium tax 
it goes direct, 
"If these views are adopted the public interest would 
no doubt be served in the way of increased income to the 
treasury . 

"It is the opinion of the cash mutuals that the 
‘preference now enjoyed by British and foreign stock 
companies whereby the bulk of their investment income 
escapes liability for tax, should be Climinated, It igs 
Suggested that the remedy could be provided by legis- 
lation which woulda include in the taxable profits of 
British and foreign stock companies an item for 
investment income. It is Suggested that the remedy could 
be provided by legislation which would lay down a rule 


for. .the determination of the amount of investment income 
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of British and foreign companies that would be brought 

into account for taxation purposes and such legislation 

in order to do equity should apply the same rule in 

respect of the amount of the investment income of 

Canadian companies made liable to tax," 
The general differential is that the Canadian company, living 
here, is caught for everything, while the foreign company 
escapes, In fact my brief is partly a brief for the Canadian 
stock companies, not only the cash mutuals, 

"Such a provision would make for equality of treat-— 
ment and the Canadian companies would not be penalized 
in the way of having all their income from investments 
accumulated over the years made liable to tax as con- 
trasted with the situation obtaining in respect to British 
and foreign companies who over the years have earned 
profits in Cmada on Canadian business and have with- 
drawn these profits and the investments representing these 
profits out of Canada to their home offices so that 
under the present tax framework the income on past years' 
profits to-day escape tax because they are not in Canadas 
There is no reason why the same business tramsacted - 
over the years in Canada by British and foreign companies 
should at the present time attract less tax at the 
present high wartime rates that the same volume of the 
same kind of business transacted over the same period of 
years by Canadian companies, 

"Such adjustments in the present tax structure 
applicable to fire and casualty insurance would no doubt 
yield additional funds to the treasury and would distribute 
the burden of the tax fairly amongst all insurers, stock 
and mutual. The stock companies being profit-seeking 


organizations would pay a profits tax and the mutuals 
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would bear their share of taxation through a uniform 
premium tax. The cash mutuals would favour such a 
readjustment even if the. premium tax made uniformly 
applicable to all insurers had to be raised above the 
rate the cash mutuals now pay." 
We are not recommending that, but we are stating our position. 
It is this. We are not seeking to avoid paying our fair 
share of tax. Whatever this insurance industry should 
equitably pay, we want to bear our share; but not as a profits 
tax. 
Now I come to our submissions: 
"The cash mutuals therefore submit that the 
commission should find and recommend: 
(a) That the premium tax under the Special War 
Revenue Act is inequitable and that it is in the publio 
interest to amend that act so as to impose a premium 
tex at the same rate upon all fire, casualty and marine 
premiums paid either within or without Canada on Canadian 
business, whether written by stock companies (be the same 
domestio, British or foreign) or written by mutuals 
(domestic or foreign and however operating, whether 
on cash or premium note basis and including farm mutuals) 
or by reciprocals, to the end that all premiums paid by 
the public in Canada will Hee aut the incicence of the 
same tax, 
"(b) That the income and excess profits tax acts 
as now enacted and administered are unfair to Canadian 
stock companies and that such acts should be amended 
so that Canadian companies will not be penalized because 
of being Canadian companies while British and foreign 
companies escape liability for tax upon income derived 


from profits on Canadian business and heretofore withdrawn 
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to foreign head offices so that Canadian companies pay. 
on large amounts of investment income and British and 
foreign companies pay little or nothing on investment 
income. 

"(e) That it is not in the public interest to apply 
or attempt to apply the income tax and excess profits tax 
acts to cash mutual companies because 

"t(i) The mutuals being non=profit organizations 

do not fall within the principles upon which the 

said acts are based which could only be applied to 

cash mutuals by an artificial and unwarranted 
definition of profits, 

"t(4ii) Additional tax burdens should not be imposed 

on the cash mutuals as they perform valuable public 

services, namely: 

"tthey provide fire and other insurance with 
complete security to a hatecparh ofthe farming 
community and unprotected areas such as small towns, 
Villages and other small rural communities which 
are not served by fire protection; 

"'they are independent and are not members of 

or under the control of the Canadian Underwriters 

Association which controls the business of and fixes 

rates for its members and as independents the cash 

mutuals tend to prevent unwarranted increases in the 
cost of fire and casualty insurance to the puhlic, 

"t(iii) The ineidence of Excess profits tax on 
the business of stock companies cannot be shown to 
have affected the volume of the stock companies? 
business or to have created a competitive situation 
so far as the stock companies are concerned; its 


only effect has been to drain off the stockholders't 
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excess wartime profits. These profits do not reflect 
themselves in increased cost of insurance to the 
public, 

""(iv) While income and excess profits tax do 
not reach the mutuals this does not make their 
competition unfair. 

"t(v). Thé imposition of profits taxes on the 
mutuals would not contribute any Substantial amount 
to the public treasury which could be augmented 
much more generously by amendments to bring under tax 
liability the investment income of British and 
foreign companies which now escapes although these 
companies enjoy the larger portion of Canadian 
business, 

"t(vi) The imposition of income and excess 
profits taxes on the cash mutuals could only result 
in more severe competition to the stock companies," 

This is respectfully Submitted, gentlemen, and I have here 


Mr, MeIntosh and Mr. Foot whom I Propose to call. 
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Submission of 
The Gore District Mutual Fire Insurance Company, 
eee pe YD 
fhe Economical Mutual Fire Insurance Company, 
irae eer ee rt Eh eS 


The Waterloo Mutual Fire Insurance Company, 
delat tb Oa: Mies Ar ail tah ad st 


fhe Perth Mutual Fire Insurance Company. 
pele eine Se ome tae ne ee iy DRY 


The Companies 

The above-named companies are known as the Four Ontario 
Cash-Mutuals and each has carried on business for over 
seventy years. They are amongst the oldest of Operating fire 
insurance compenies, stock or mutual. 

The "Gore District" wag incorporated in 1839 under 
the provisions of Chapter 18 of the Statutes of Upper Can- 
ada, 6 William IV (1836) and has. operated continuously for 
One hundred and five years. It was reincorporated by Dominion 
Special Act. in 1937 = 1 eorge Vi, cap. .48. 

The “Economical” was incorporated in 1871 under the 
provisions of Chapter 52 of the Consolidated Statutes of Upper 
Canada 1859 and reincorporated by Dominion Special Act in 
1938 - 1 Hdward VIII, cap. 54. 

The "Perth Mutual” and "Waterloo Mutual® were both 
incorporated in 1863 under the provisions of Chapter 52 of 
the Consolidated Statutes of Upper Canada, 1859, and have 
continued as originally go incorporated. 

It is interesting to note the recital in the statute under 
which the Gore District wag incorporated (6 William Iv, cap. 
18, 1836, carried over into the Consolidation of 1859 as CAD. 
52) which sets forth that "Divers loyal subjects have by their 
petition represented the great advantages that would arise 
from the introduction into this province of the principle of 
Mutual insurance against losses by fire and prayed the inter- 
ference of the Legislature to cnable them to bring the said 


principle into effective Operation." It is submitted that 
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great advantages did and continue to accrue from mutual insur- 
ance as will hereafter appear. 

These companies originally carried on the fire insurance 
business only and while the bulk of their business continues 
to be fire insurance two of the companies write automobile and 
casualty lines. The large proportion of their business is in 
Ontario but some of them also transact business in Quebec and 
the western provinces. 

Manner of Operation 

The Four Cash Mutuals commenced as "premium=-note" mutuals, 
insuring farm, villege and local risks in south-western 
Ontario in the same menner as the many farm mutuals which hove 
served the farming community in the ebsence (until recently 
and now only to a limited extent) of any general farm fire 
insurance service from the stock companies. It is estimated 
that over $500,000,000 in farm fire insurance in Ontario 
(which is over 80 per cent of the total) is carried in mutual 
companies and that over 197,000 Ontario farmers are insured 
in mutuals (see Submission of Mutual Fire Underwriters! 
Association to Royal Commission on Dominion-Provincial Rela- 
tions, 1938, copy attached). 

The Four Cash-Mutuals insure at least 16,000 farm risks 
as well as a large number of village, town and other risks 
which sre not protected by municipal or other fire-fighting 
organizations. Many of the stock companies will not insure 
these unprotected risks and in cases where farm risks are 
accopted the rates are higher than those available from the 
mutuals. 

The Cash-Mutuals operate on a cash premium system as well 
as on the premium note basis. This development of the cash 
premium was @ departure from the original scheme which relied 


on the premium note for the large part of the policy-holder's 
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premium. The mutuals always demanded some Payment in advance 
as was required under the terms of the earliest legislation 
(6 William IV, cap. 18, 1836) and has been required by all 
legislation since. 

As early as 1868 the Legislature recognized the need of 
permitting business on a cash mutual basis and authorized 
assessments for the purpose of establishing reserves. 

The broad shift from reliance on premium notes, payable 
in arrears, to cash premiums paid in edvance was brought about 
by the stock companies. In entering the fire insurance field 
the stock companies approached the public with the ery that 
the mutual policy holder's liability was never fixed but was 
undetermined and unlimited, and that a mutual policy gave no 
Security. 

it was this kind of competition that forced the more 
enterprising of the Canadian mutuals into the cash premium 
method of doing business and forced them to set up such reser- 
ves aS would make quite manifest that the mutuals were just as 
Safe to insure with as the stock companies. 

The stock companies having been deprived of these 
Sales arguments, fallacious as they were (because we know of 
no Canadian mutual that has defaulted) now come forward with 
a plea that they are subject to unfair competition taxwise, 
Which is contrary to the facts as will hereafter appear. 

The shift from the premium note method to the cagh 
premium method did not alter the mutual and non-profit nature 
of the business of the mutuals. 

The mutuals came into being from necessity as a 
banding together of property owners whereby fire losses suffer- 
ed by the few would be borne by the many and thereby the in- 
dividual at small cost was saved from the loss that otherwisc 


would be calamitous. Mutuals and stock companies as well con- 
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tinue to serve this purpose with this difference: A mutual 
company is the creature of and is owned by its policyholders 
only; it functions to protect its policyholders against loss 
and operates entirely without profit. A stock company on the 
other hand is the creature of and is owned by its stock- 
holders and for a consideration and prospective profit to its 
treasury and its stockholders offers to protect its polticy: 
holders against loss. The objects of the two classes of con-= 
panies are basically different. A mutual company seeks to 
give protection and reduce rates as hearly to cost as possible. 

"To provide security the mutuals as their business 
has increased have built up reserves against conflagration 
and contingency and at the same time have constantly reduced 
their rates as conditions warranted. On the other hand stock 
companies while seeking to set up adequate reServes strive 
to make profits for their shareholders. That stock companies 
have been successful in their endeavours to make DrOT iG) ws 
eovaplisned Tromp, xviii, Vol. 1 of the 1942 Report of the 
Superintendent of Insurance where it appears that since 1875 
down to 1942 (inclusive) Canadian stock companies had paid 
dividends to their shareholders of $42,395,000 and in tho year 
1942 alone the stock companies paid $1,479,000 in which year 
they enjoyed only 36 per cent of the premium income." 

Stockholders of British and Foreign companies as well 
no doubt enjoyed handsome dividends derived from Canadian 
business. 

This submission is not critical of the profit motive 
of the stock companies nor of the handsome dividends they have 
paid but cites this very large dividend disbursement to 
emphasize the essential difference between the mutuals ana 
the stock companies and the fact that in spite of being taxed 


on income the stock companies have not seriously suffered. 
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The stock companies complain of tax discrimination, 
in that they are called on to pay income and exesss profit 
tax while the mutuals are not. It cannot be too strongly 
emphasized that these taxes are profit taxes and as such have 
no application to the operation of mutuals but must be applica 
to the operations of the stock companies whose underlying pur- 
pose is the making of profit. That they have made large pro- 
fits over the years is manifest from the figures of dividend 
disbursement above set forth. 

In the case of the stock companies there is a conflict 
between the interest of the stockholder and that of the policy- 
holder. With the stock companies it is desirable to maintain 
as high rates as competition will permit and to select only 
the choicest risks so that dividends will be as great as 
possible, In contrast, in the case of mutuals there is no 
such conflict. The whole reason of their existence is pro- 
Ee tis and in consequence there is no motive to maintain 
higher premium rates than nevessary to provide that protection 
from day to day, with adequate reserves to meet contingent 
unusual underwriting losses. 

It is an accepted fact that the mutuals! rates have 
been consistently lower than those of the stock companies. 

It is a reasonable inference that with profit the main motive 
of the stock companies, the rates would not have come down as 
they have done in recent years except for the mutual competi-~ 
tion. Now that the mutuals have met the criticism of 
"uncertain liability" by going on the cash premium basis and 
the criticism of "insecurity" by a record over many years 
without a single default and by establishing adequate reserves 
against unexpected losses the stock companies are now attempt- 


ing to ease mutual competition by securing the imposition of 4a 


profit tax on a non-profit operation. 
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Profit Taxes Have No Application to Mutual Operation 


The mutuals at the time of preparation of this sub-~ 
mission are not aware of the pogition the stock companies will 
take other than press reports of complaints of unfair tax 
burdens on stock companies which deal with the public in 
the same manner as mutuals and the suggestion is made that 
the mutuals should therefore be taxed. There is no disclos- 
ure of how the mutuals should be taxed or what moneys .of the 
mutuals will be said to be "profits". 

It is submitted that to impose income or excess 
profits tax on mutuals would be a complete departure from 
the principle of these statutes which are Noronion stax mie 
statutes and the mutuals are non-profit organizations of 
policyholders. 

With mutuals the excess of premium income over losses 
plus expenses is returned to policyholders (not stockholders) 
as premium rebates (sometimes called policyholders! divi- 
dends) or is held for the policyholders in reserve to pro-~ 
tect against future unusual losses. These premium rebates 
have no element of profit in them as is aptly put in the 
following quotation taken from 1905 Report of the Income Tax 
Committee in England, the quotation being taken from 
"The Fundamental Principles of eration" by Sir Josiah Stamp: 

"The suggestions made to us that the ‘tdividend! 
which is paid to members of these socicties constitutes 

a profit which would properly be taxable, rest, we think, 

on a misapprehension of the nature of the dividend. The 

so-called ‘dividend! arises from the fact that the 
prices charged by the society to its members are in 
excess of cost price. Jf the goods were distributed 

at the exact price, there would be no 'dividend', and 


it follows that no question of income tax could arise. 
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But the societies, for what they consider good reasons, 
prefer to fix a scale of prices which leaves a margin 
over the above cost. Thus an adjustment has to be made 
periodically, and the balance between cost price and 
distributing price is divided among the members in 
proportion to the value of their purchases. This 
‘dividend! is clearly not profit, but merely a return 
to members of sums which they have paid for their own 
goods in excess of the cost price. There can be no 
doubt that the procedure which we have described = 
resulting as it does in periodical returns to members - 
is conducive to thrift, and we see no reason for dis- 
eOurTaeinge it, 

"A Society may, however, of course, make profit on 
dealings with non-members. This pfofit, is in the case 
of most ordinary societies, very small in amount. But, 
so far as any such profit is made, and so far as any 
Interest Ts paid on apital, if that vratis or dupemocs 
comes into the hands of any person whose income is over 
PLOUS" Lt OUenG Tobe, ahd 10 ts texanle.* 

While the above quotation refers to trading cooperatives 
it is equally applicable oe cette rebates to mutual policy 
holders. There is this difference that with mutual insurance 
it is security that is furnished not goods or merchandise 
and there is no element of profit involved in any single 
transaction or the overall operations of the Company. 

"Underwriting Profit" (and Loss), a term widely used 
in insurance literature, means only the excess of premium 
income over losses and expenses. As applied to a cash mutual 
company it means only that its amount is available to reduce 
future premiums or meet future losses. In contrast with 


a stock company the term “underwriting profit" means that 
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the management has added a profit to the stockholders' account 
from which in the current or future years dividends can be 
paid to stockholders. In the case of stock companies it has 
no relationship whatever to present or future cost of insur- 
ance; if not immediately disbursed as sans it’ may go to 
reserve, there to be the property of the shareholders, not 

ths Spobicynolders) and while it may contribute to the 

security of policyholders it is a protection to the stock- 
holder's invested capital and is a profit thereon and as such 
is and should be taxable. 

The above distinction is well recognized in income tax 
law. The principle has been stated to be that income tax 
charges what goes into the taxpayer's pocket and not on what 
his pocket is saved. See Tennant v. Smith (1892) GS Get es Oe 

In the case of the mutuals the “Underwriting Profit" 
saves the pocket of the mutual policyholder something on his 
current or future insurance cost whereas in the case of stock 
companies the underwriting profit goes into the pocket of the 
stockholder. Reference is here again made to the enormous 
sum of over $42,000,000, paid in dividends by Canadian stock 
companies since 1875 as above mentioned. 

The stock companies will no doubt, in their represen- 
tations to the Commission, refer to the income derived from 
the large reserves of the cash mutuals and, purporting to 
speak on behalf of tne common weal in wartime, complain that 
this income escapes tax while in the hands of the stock 
company is liable to tax. 

An answer to this is found in the table on page xiv of 
the Dominion Superintendent's Report for 1942 from which it 
will be observed that the dividends paid to shareholders by 
the stock companies listed are, in total for all companies, 


approximately one-half of the total of the companies’ invest- 
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ment incomes. The total of investment income is $3,358 928, 
and the dividends $1,691,700, in the case of the mutuals 
the investment income goes to reduce premiums or for further 
security goes into reserve = it has no element of profit, 

Indeed an analogous situation exists in Fespect or "Lite 
insurance companies. They possess large investments from 
which they derive income. The investment income is an essen- 
tial element in the determination of their rates. As the 
interest rate g0es down the cost of insurance goes Up, 237 hes 
happened recently because of the Current trend of interest 
rates to lower levels, Admittedly the principles of life 
underwriting are’, OF  Gheir very nature, on a more Scientific 
basis than those of fire or Casualty insurance but in every 
calculation interest is an element in the determination of 
fire and Casualty rates. 

It is significant that the stock life insurance companies 
have made no complaint against taxation on that part OL vine 
Companies’! investment income credited to Shareholders account 
nor have they complained that because their profits credited 
to shareholders account are taxed they are suffering unfair 
Competition from the mutual life insurance Companies, [t 
would appea, that while disliking high wartime profit taxes 
the life zusurance business recognizes the presence OD) (Digi, 
Which tuey Seek) 3H the operation of a stock company and its 
absenc. in the Operations of a mutual company. 

~1€ cash mutuals accumulated the bulk of their reserves 
Whiss operating under provincial registry. The Ontario 
statutes recognized the need of security as it evidenced by 
Section 275 of the Ontario Companies ACh. Rh... A957), ean. 
251 which reads ag follows: 

"(1) Subject to the provisions of subsection DS; a mutual or 


a cash-mutual insurance Corporation may form a permanent 
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reserve fund, to consist of such part of the net profits 
as may from time to time be set aside by the directors 
for that purpose; or to be made up by annual assessments 
for that purpose not exceeding, for any single assessment, 
ten per cent on the premium notes held by the corporation, 


until the total fund reaches two per centum of the corpor- 


ation insurance in force. 

(2) Such funds shall be held for the security of the 
insured and shall be subject to the provision of this act 
relating to the investment of the funds of insurance 
companies. 

(3) The net income from the fund shall be included in the 
general receipts of the company, and shall constitute a 
Dart of tne ("net wprefite™, if any, as idefined im this 
section. 

(4) The fund so accumulated shall be used for the payment 
of losses and expenses when the cash funds of the company 
in excess of an amount equal to its liabilities (including 
guarantee capital, if any) are exhausted, and when the said 
fund is drawn upon the allocation of profits or assess-~- 
ments as aforesaid may be retained or continued until 


reached. 


(5) The said fund may not be reduced by the payment of 
dividends to shareholders or members, or by a reduction 
of current premiums below the limit of two per cent of 


the insurance in force hereinbefore mentioned, but it may 


be increased beyond the said limit if the company so 
desires. 
The above statutory provision clearly indieates why the 
Ontarie cash mutuals which over the years have accumulated 
large reserve funds are in such a strong financial position 


to-day. 
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The following table shows the net amount of fire insurance 
under the policies of the cash mutuals at the end of December, 


1944, and the amount of their respective surpluses: 


Net Insurance in Force Surplus 
Gore District $125,415 ,865 $2,508,573 
Economical Mutual 114,057,549 2,940,246 
Waterloo Mutual Sa,690,151 1,988 , 356 
Perth Mutual 46,982,771 1,818 , 304 


It is to be noted that all of the companies hold reserve 
funds not greatly in excess of two per cent of the insurance 
in force. The proportion of the total reserves held for 
casualty insurance is in no case unreasonable in amount. 

The Mutuals! Method of Operation in contrast to 


that of the Stock Companies tends to lower 
‘insurance costs and is therefore in the public interest 


So Aen ae a el Ey 9 eR eae ne Te SO erm E SY Nee ee 
it is submitted that it is not in the public interest 


to impose income or excess profit taxes on the mutuals. 

They have served the insuring public in Canada efficisntlLy 
from very early times and have survived as an effective 
agency against the monopolistic tendencies of the stock 
companies, exercised through Canadian Underwriterst Assoc- 
iation and towards keeping insurance costs down. (See pages 
61 and 62 of the Masten report on insurance, copies attached, 
Appendix pages 27 and 28.) 

The cash mutuals on whose behalf this brisf is submitted 
were all in business prior to the formation of the Canadian 
Underwriters' Association (originally the Canadian Fire Under- 
writers' Association). This association, originally formed 
in 1883, is associated with similar organizations in western 
Canada and the Maritimes and all are subject to the overall 
direction of the Dominion Board.of Insurance Underwriters. 


These associations are not public bodies or organizations. 
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They are creatures of the stock companies and exercise control 
Over their members in respect to rates, commissions, maps, 
plans and forms of contracts. While we have no certain know- 
ledge of the facts it is believed that all sor admes tira bbot 
the companies constituting the membership of the association 
are british and foreign companies or controlled by British 
and foreign companies. It is suggested that the association 
be requested by the Co.umission to disclose this information. 

Under the rules of the Association a member must not 
reinsure with or accept reinsurance from a non-member. Its 
membership includes approximately 160 stock companies (there 
were £65 companies registered under the Dominion Act in 1942) 
so that it is obvious that a large part of the reinsurance 
facilities which in a free market, and on merit, should be 
open, are closed to the independent companies. The Assoc- 
iation will not admit a mutual to membership. Indeed, in the 
early days the Waterloo Mutual was a member but some years 
ago was forced out. 

The Canadian Underwriters! Association has since the 
imposition of the necessary high wartime taxation inaugurated 
a business promoting scheme called its agency registration 
plan, a copy of which with relevant material is attached 
hereto. (Appendix pp. 29-43). While the agency registration 
plan may or may not be a transgression of the wartime salaries 
control regulations it is certainly not calculated to lessen 
the cost of: insurance of the insuring public. Under this 
plan an agent received an extra five per cent commission if 
seventy-five per cent of his ene goes to board companies; 
if less than fifty per cent of his business goes to board 
Companies the Association withdraws its facilities (rating 
manuals, plans, etc.). This scheme can have no other 


effect than increasing insurance costs as it leads to switching 
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of risks with the attendant expense of such a practice. 

It also drains off from taxable profits an additional five 
per cent by way of commission and in this connection it is 
to be observed that this additional five per cent is not on 


new business but on all business if the agent gives seventy- 


five per cent of his’ total business to the stock companies, 
members of the Association. 

Mr. Hartley McNairn, K.C., then superintendent for the 
province of Ontario, commented on the agency registration 
plan, then and since.being pressed by the Canadian Under- 
writers’ Association, as follows; 

"The main principle involved im the above plan of 
remuneration is to pay the agent in relation to the 
volume of business placed with tariff companies. ‘It: is a 
competitive basis designed to attract business from 
competitors through the incentive of an increased comm- 
ission rate. It ignores the sound principle of payment 
to the agent in relation to services rendered. 

This plan may lead to increased competition in 
the commissions paid to agents and, if so, will result 
in a further increase in the cost of doing business 
which is already at a high level. Fair competition in 
insurance rates is a healthy condition tending to produce _ 
a reasonable cost to the insured. Competition in comm- 
issiens can only retard or prevent reduction in rates 
and increase the cost to the public.”: 

(See pages x and xi of the Ontario Insurance Superin- 
tendent's report on the year 1941, published 1942) .. 

This is the kind of competition the ieee have to 
meet from the stock companies who now come forward complain- 
ing that mutuals which are non-profit organizations should 


be made subject to a “profit” tax. 
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Another factor which contributes largely to the cost 
to the public of insurance written by the stock companies is 
the practice of operating through the so-called "pup" companies 
or "fleet operation.” No doubt the stock companies Aue find- 
ing that their many controlled or subsidiary companies 
(fleets) are an expensive luxury under the Excess Profits Tax 
Acts. The "pups" are no doubt good business getters but as 
each is subject to separate tax they may now be found to be 
embarrassing. 

That the Dominion Superintendent of Insurance was concern- 
ed as to the effect of fleet operation on the cost of insur- 
ance to the public is evident from the statements on p. lxviii 
of the Dominion Insurance Report for 1940. Here attention 
was drawn to the disproportion between the increase in aggre- 
gate fire and casualty insurance premiums and the number of 
licensed companies in the field and to the development of 
fleet practice as the probable explanation. 

On May 6, 1941 the superintendent directed a letter to 
the various companies on the subject of fleet operation from 
which we quote as follows: 

"While the accuracy of this analysis on the expense 
problem has not been contested it is evident that no action 
has been taken by those responsible for the fleets them- 
selves to reduce the number of companies operating under 
their supervision and as all deplore the gradual increase 
in the expense of operation it must be assumed that there 
are good reasons for the continuance of fleet practice 
or serious obstacles in the way of its discontinuance. The 
purpose of this letter is to ask you as representing one 
of the groups mentioned for an expression of opinion on 
the following points: 1, Would the elimination of the 


subsidiary or any of the affiliated companies of your 
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group or groups reduce the premium income of your office? 
If so, could that result be avoided by changes in exist- 
ing restrictions on agency representation? 2. Would 

the expense ratio of continuing companies be reduced as 

a result of such elimination? 3. Has any consideration 
been given to such elimination and, if so, what are the 
objections thereto?” 

No person outside the superintendent's-office so far 
as is known, has any knowledge of whether any replies were 
received and if received, what were the answers to the 
questions propounded. 

Examples of fleet operation are evident from the lists 
enypp.) 56) te 45 (inc. )),of Canadian Fire Insurance Year Book 
1944 published by Stone & Cox Limited. Copies of these 
pages are attached to this submission (Appendix p.44). The 
commercial union group of eleven companies as shown on p. 387 
is an example. Here we have eleven companies under one 
direction but each of the eleven might have a separate agent 
in each community which undoubtedly increased the cost of 
insurance to the public. 

The purpose of fleet operation is of course well known. 
The number of agents any one company can appoint is definite- 
ly limited and the limitations of agencies limits premium 
income. This limitation is overcome by fleet operation 
under the control of an admiral, the general manager of the 
parent company which is often a foreign corporation. Where 
this fleet control lies can be learned from an examination 
of the 1942 report at p. 918 where lists of directors are 
given, and also the groupings listed in the pages of the 
Stone & Cox year book attached. 

The cash mutuals from their very nature cannot and do 


not operate fleets but must meet fleet competition, but the 
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fleet operators would have us believe that they suffer unfair 
competition by having to pay taxes on their profits and wish 
in some manner to have additional taxes imposed on the non- 
profit competition of the mutuals. 

In connection with the advantage to the public of having 
competition from other than board companies, the attention 
of the Board is directed to pp, 31, 32 and 33 of the Masten 
report (copies of which are attached, Appendix pp. 45, 46 
and 47). It appears from this portion of the report that 
shortly before the late Mr. Justice Masten was appointed to 
investigate and report on Ontario insuraiuce laws, that the 
tariff companies (stock companies members of C.U.A.) had, in 
manner similar to that now being adopted, approached the 
Minister of Finance with the request that their competitors, 
the unlicensed insurers, be subjected to a special tax. The 
General Manager of the Canadian Manufacturers Association 
then gave evidence on behalf of the Canadian Manufacturers 
Association opposing the tax then proposed. A copy of a 
portion of this evidence as quoted by the Honourable Mr. 
Justice Masten makes interesting reading and is relevant 
to the situation now before this Commission. 


Present Rates under Special War Revenue 


Tax Act Discriminate Against Mutuala. 


‘The taxation on fire and casualty companies falls under 
three statutes, namely, Special War Revenue Act which taxes 
premium income and the Income and Excess Profits Tax Acts 
which tax profits. 

The rates under the Special War Revenue Act, 6 Gserge VI 


cap. 32, sec. 14, are as follows: 


Stock Companies Cash Mutuals Cash Deposit Marine 
& Mutuals & & 
Lloyds Reciprocals 


2 per cent o per cent 4 per cent ieee 
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The tax is imposed on "net premiums" ag defined in the Act. 
In the case of companies operating on the deposit premium plan 
and reciprocals, the interest earned at the average rate on 
the amount by which the premium deposit exceeds the net cost, 
is added to the amount of net premiums. Ih the case of the 
deposit premium mutuals the unabsorbed premium deposit is 
deducted from the gross premium deposit in ascertaining the 
net premiums to which the tax is applied. 

It will be noted that there is no uniformity under this 
Act in the taxation of the companies operating in the insur- 
ance field. The stock companies have raised a great outcry 
that they are discriminated against under the Income Tax and 
Excess Profits Tax Acts but we do not hear them or any of 
their agency organizations in the press or by submission to 
this Commission drawing attention to the preference they 
receive under the Special War Revenues Act. 

It will be observed that the stock companies! tax under 
this Act is one-third less than the tax on cash mutuals and 
only half the tax on other mutuals and reciprocals while the 
marine business which is wholly in the hands of the stock 
companies escapes entirely. 

Marine Exemption 
The marine premiums on business in Canada in 1942 (p.c.c. 


of 1942 report) was as follows: 


Canadian companies $ 563,493 
British companies 6,680 , 367 
Foreign companies 75990 ,716 
$14,294,576 


So we have $14,294,576 stock company marine premium income 
which totally escapes the premium tax. OF ‘this the large 
portion goes into the coffers of non-Canadian companies. 

The figures as to assets in Canada for marine protection 


are even more startling. For example, the Eagle Star 
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eGlleeted In 2942 (ps e.er of 1942 report); $1,151 314 in 
premiums against which it held assets of $17,543 only and the 
Sun Assurance enjoyed a premium income of $1,033,270, but had 
no assets in Canada in respect of marine business. It is also 
observed that no company doing marine business in Canada rec- 
eived in Canada any income other than premium income except 
the Hartford which reported $2,121 other income. Taking the 
totals for British and foreign countnies only we have total 
premium income in Canada for marine business of $13,731,083, 
total losses in Canada and other expenses in. Canada of 
$9,514,753 ($7,576,384 plus $1,938,369) which deducted from 
the total premium leaves $4,216,330 excess, as a net premium 
income apparently siphoned out of Canada which bears no premium 
tax, Income or Excess Profits Tax. Furthermore,.most of these 
non-Canadian companies writing marine insurance and enjoying 
this preference as to premium tax also write fire and in many 
eases casualty insurance directly and through Canadian sub- 
sidiaries. Besides the marine premium tax preference they 
also enjoy special advantages in the way of escaping income 
and excess profits tax on investment income under the fiction 
that such investment income is earned at a head office outside 
of Canada as will hereinafter be discussed. 

This premium tax preference has paid the stock companies 
handsomely and it is to be observed (pp. cc. & C.C. i of 1942 
report) that the premium income for marine business of the 
British and foreign companies jumped over 100 per cent in 
1942 over 1941, no doubt as a result of increaged marine 
traffic, but the stock companies do not wish to pay excess 
profits tax or income tax on the resulting increased profits 


enjoyed during wartime and directly attributable to the war. \ 


Unfair Preference in Favour of the Stock 


Companies Under the Special War Revenue Act 
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Referring to the table of distribution of fire insurance 
in Canada on p. lxiii of the 1942 report it appears that 
20.95 per cent of the total fire premium income went to purely 
Canadian companies, 40.14 per cent to British or British con- 
trolled companies and 38.91 per cent to foreign controlled 
companies. From tables on pp. cxiv, cxvi and cxx we observe 
the total net premium income on fire and casualty insurance in 
Canada in 1942 was as follows: 


Total Net Premiums 


here Other than Fire . Total 
Canadian companies 15,699,206 20,607,559 36,506,765 
Deduct mutuals - 
Clare, Economical, 
Gore District, Kings, 
Picton, Wawanesa, 
Portage la Prairie 607 Og LOS 1,465,669 4,438 ,803 
Canadian stock 
companies 12,726,072 19,141,890 31,867,962 
British stock 
companies 16,394,992 12,641,096. 29,036,088 
(p.exviii) 
Foreign (including 
foreign mutuals) 19,140 ,329 GyOL9y862 «25,770,391 
(0xxav) 
Total Premium Income to 
Canadian stock & British and foreign companies 86,674,441 
Premium Income of other mutuals 5,000,463 
Premium Income of reciprocals 956,071 4,490,054 


Stock companies! Premium Income 
(C anadian, British & Foreign) 82,184,407 
so that we have 
Premium income to stock companies paying 2% on $82,184,407 
Premium income to Canadian mutuals paying 3% on 4,096,525 
Premium income to other mutuals paying 4% on 3,000 , 4635 
Premium income to reciprocals paying 4% on 936 ,o71 
In the result the stock companies are receiving a prefer- 
ence of 1 per cent as against cash mutuals on over #82 ,000,000 


nf premium income and a preference of « per cent as against 


other mutuals and reciprocals. 
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4 preference of 2 per cent on $82,184,407 is equivalent 
to 2 tax saving of $1,643,688 to the stock companies over 
foreign mutuals and reciprocals and a preference of 1 per cent 
over cash mutuals is a saving of $821,844. 

Now let us examine Table A on Pv ORV Ole the boas 
report. We see here that the total income tax paid by stock 
companies amounted to $1,619,458, a figure not materially 
different from the preference in rate that they saved as 
against their competitors under the Special War Revenue Act. 

Admittedly they pay $2,733,455 under the Excess Profits 
Tax Act. But why should they not be liable to excess profits 
tax? They are in business to make profit (as contrasted with 
the mutuals) and should not be treated differently from any 
other profit-seeking organization under the tax laws. 

The Canadian stock companies have not suffered as ig 
evident from the totals on p. xcix of the 1942 report where 
it appears that the total assets in 1941 were $99,285,379 and 
had increased in 1942 to $104,438,721 in spite of wartime 
taxes to which the stock companies were subject. The totals 
for Canadian companies on p. cvii of the report confirm this 
because they show that while the capital stock had decreased 
some $96,000 the excess of assets over liabilities (excluding 
capital stock) had increased by $2,083,365 ($61,468,974 less 
$59,385,609). 

In the end result so far as Canadian stock companies are 
concerned while they paid $1,657,822 in income and excess 
profits tax in 1942 to help the war effort they were able to 
pay back capital of $90,000 and to increase their assets in 
Canada by $2,083,365. 

This view is further supported by the totals on ps Pae 3 3 
.of the report where we see that the net gain for Canadian 


companies was substantial, viz., $1,965,022. 
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British and Foreign Stock Companies Enjoy 
A Further Peculiar Tax Preference by Avoid- 
ance of Tax on Investment Income. 

If we refer to the 1942 report beginning at page lxviii 
we find the average rate of taxes on the underwriting profits 
to be as follows: 

1940; Canadian companies - 66.9 
British companies - 2&9.0 


Foreign companies = 2085 


1941; Canadian companies (= 67.3 
British companies - $1.2 


Foreign companies - 054.6 
194cr' Canadian companies -— 75.3 
British companies NOL eo 
Foreign companies - 48.2 


In so far as Canadian stock companies are concerned the 
taxes imposed under the Income Tax Act and the Excess Profits 
Tax Act do not bear any relationship to the underwriting 
profits alone. In the case of Canadian companies these taxes 
areimposed on the underwriting profits plus all income from 
invested assets and, as the income from the latter source is 
considerably greater than the underwriting profits from the 
insurance account, the taxation of Canadian companies is 
considerably in excess of the taxation of British and foreign 
taxable income. No British or foreign company had all its 
underwriting profits taxed away. (p. lxxiv and p. lxxv) 
Canadian stock companies, however, writing $11,521,235 of 
business had underwriting profits of $383,172. (p. Ixxiii) 
The taxes paid amounted to $547,993. (p. lxxili) 

These Canadian stock companies are, in some respects, 
Similar to the four cash mutuals who have retained the greater 
part of their earnings for the security of their members as 
required by law for cash mutual companies. 

If by way of example we refer to the 1942 report, page 
008, we find that the Phoenix fire had an underwriting loss 


of $9,433.96. The interest earned was $15,388.37 and the 


pares 


pe 
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total net gain about $6,000.00; result - no taxation other 
than premium tax. Looking at page 350 we see the Hartford 
fire had an underwriting loss $6,148.58, interest earned 
940,442.35; result - no taxation. The Yorkshire (p. 784) 4 
appears to top them all - underwriting gain $1,339.50, invest- 
ment income $130,727.98, total income and excess profit taxes 
$266.80. These are three cases taken at randon. 

Had these companies been Canadian stock companies with 
their assets in this country the Income and Excess Profit 
Tax Acts would have made them subject to at least forty per 
cent of the net gain which would have included the income on 
investments held in reserve for the protection of policy- 
holders. However, their income although it is earned on 
moneys paid by Canadians is notionally received at the 
companies’ head offices outside Canada and so escapes income 
and excess profits taxes. 

ihe anterest earnings of, most of.;the, foreign and British 
companies, as shown in the superintendent's report, bears no 
relationship to the interest on the value of bonds and 
debentures on deposit with the Receiver General. The follow- 
ing are examples; the Commercial Union, page 191,-1942 report, 
held on deposit with the Receiver General - $932,594.20, 
interest earned - $2,772.00; the Helvetia Swiss, page 353, 
held on deposit with the Receiver General - $167,608.00, 
interest earned 3750.00: the Royal Exchange, page 647, held 
on deposit with the Receiver General - $864,656.00, interest 
earned - nil; Pearl Assurance, page 582, held on deposit with 
the Receiver General $803,584.00, interest earned $6,721.50 

Looking at the tables on pp. cxiv to cxxv of the 194é 
report we find the income in Canada of the different classes 
of company, taking the totals of the column headed “Income, 


rents and dividends on stocks earned” - 
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Canadian companies British companies Foreign companies 
3,408 ,274 2860 , 786 pl,097,553 
but as appears from p. lxii (Table B) and Peter oend Te baie} 
of the 1942 report the several classes of companies enjoyed 
the Canadian business in 1942 in the following proportions: 


Canadian British foreign 
(including British & 
foreign controlled _ 
Fire 
Casualty 
12,636m228 (26.23%) 16,594,902 (34,03%) 19,140,329 (39.74%) 


17,165,984 (54.1%) 12,642,254 (25.2%) 20,328,965 (40.7%) 
29,790,212 (30 ,3%) 29,056,156 (29.3%) 39,469,294 (40.4% 


It is tc be observed that Canadian companies enjoying 


only 50.5 per cent of the total business have all their invest- 
ment income $33,408,274 included in profits for tax purposes 
while British and foreign companies enjoying 69.7 per cent of 
the total business earn only $1,958,339 investment income in 
Canada and this is not included in profits for tax purposes, 

We submit the above clearly establishes the inequitable 
incidence of income and excess profits taxes whereby the 
Canadian stock companies are caught and bear the burden of 
taxation and British and foreign companies enjoying over two- 
thirds the business escape. In no case, except in the case of 
Canadian incorporated companies, does the interest from 
investments form a part of the taxable income. 

It will be observed that the inequitable incidence of 
income and excess profits tax arises from the difference 
between the manner of computing “income” to which to apply tax 
against Canadian stock companies and the manner of computing 
the "income" of British and foreign companies and this 
inequity should be remedied. 

What happens is that "income" of Canadian companies 
includes the income received from the investment of its 


capital reserves and unearned premium as well as its so-called 
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"under-writing” profit. In contrast in the case of British 
and foreign companies very little (if any) investment income 
is so included as taxable income on the CHSOTYNOPruti ction 

that the investment income of a company having its head 

office out of Canada is received at the head office out of 
Canada and as it is supposed to pay the head office expenses 
referable to Canadian business it is not to be included in 

the income of the company for the purpose of income and excess 
profits taxes. 

Only the “underwriting profit" of the British and foreign 
companies is taxable. Investment income escapes tax to the 
prejudice of the treasury and the purely Canadian company. 

It appears therefore that an examination of the statis- 
tics of the reports of the insurance department shows that 
Canadian stock companies have a just complaint as to the 
inequitable incidence of income and excess profits taxes but 
this complaint cannot be against the mutuals but should rather 
be directed against British and foreign companies. Possibly 
the complaint here referred to has not been made because of 
"fleet operation" and because of British and foreign) control 
of Canadian companies. It may be that. the fair treatment of 
the Canadian company is subrogated to the greater interest of 
the business in Canada of the British or foreien conpany. 

The above statistics point to the one conclusion, namely 
that Canadian stock companies have retained in this country 
all their assets and have conserved these assets in order to 
Pion 2 ssouri ty equal, -if not greater, than those of the 
British and foreign companies. In contrast, British and 
foreign companies have Sey ea the greater part, Gf net. all, 
of their underwriting profits and also the interest received 
on deposits with the superintendent and on premium money 


collected in Canada, 
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The four cash mutuals and other mutual HasUPaHe companies, 
in order to combat the fierce propaganda which has been issued 
by stock companies for years, have found it absolutely nec- 
essary to conserve, to a greater degree than the stock compan= 
ies, their distributable surplus. 

The application of the Income Tax Act and the Excess Profit 
Tax Act bears little relationship in so far as Canadian 
companies are concerned to the underwriting profits and, as 
pointed out above, a number of Canadian stock companies have 
paid in the form of income tax and excess profit tax consider- 
ably more than the underwriting profits made by those 
companies. However, taking into consideration the most extreme 
stock company cases, it would not compare with the application 
of these acts to cash mutuals where in 1942 the four cash 
mutuals made an underwriting gain of $77,051 , their ineome 
from reserves was $390,475, or a total of $468,006. The 
minimum payable on this income based on forty per cent would 
have amounted to $187,202 or approximately 250 per cent of the 
underwriting gains for that year. 

In view of the fact that by far a ereater proportion of 
Canadian insurance is written by British or foreign companies 
who have continuously removed their underwriting profits from 
this country and who do not appear, even to-day, to pay an 
income tax or excess profit tax on their interest from invest- 
ments, we cannot subscribe to the theory that it would be 
equitable taxation to apply these acts to cash mutual insur- 
ance. Their income from investments is an integral part of 
their premium and forms a greater part of the security for 
the policies of the thousands of people whom they insure. 

Competition 
The stock companies complain of unfair Competition tax- 


Wise but an examination of the statistics in the Superinten- 
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dent's report for the year 1942 indicates that they have not 
been badly hurt. In addition to increasing their assets ag 
above mentioned in this submission they still were able to 

pay dividends to stockholders of $1,479,112 in 1942 ag against 
Piet eeetmt041 ia deeraqcouct only $335,722 (see p. xviii). 
It appears that the stock companies’ reduction in dividends 
disbursed did not differ greatly from the amount of increased 
taxes which merely reflected increased profits to share- 
holders! account. Their total income and excess profits faxes 
were $1,562,920 in 1941 ana #1, 657,802\in 1943, Lay Anereree 

of $294,902, and total expenses after deducting income and 
excess profits taxes (as given in footnotes on Dawei) 
increased by $1,006,728. In noting the large increase in 
expenses which occurred in spite of Wartime Prices and \Prade 
Board freezing of Salaries, etc. one wonders if such increase 
would have taken place in the absence of excess profits 
legislation, 

The stock companies suggest that the competition they 
complain of would be eased if these "profit" taxes were made 
%6 apply to mutuals. 

Let us suppose they were so applied. Presumably the 
Suggestion is that they should apply to the underwriting gain 
plus investment income of the mutuals. Such an application 
would constitute an additional amual expense and no doubt 
the stock companies hope that this additional expense would be 
reflected in increased premium rates which would lessen com- 
petition. 

This, it is submitted, would not be the result, certainly 
not immediately, unless legislation were passed prohibiting 
Mutuals from lowering rates because the mutuals desiring only 
to give protection have no incentive to make profit to which 


a profit tax could attach. The inevitable result where 


. , } t d Hoe % 
eae), RRR WAR ce 
pooh ae Sy Set chon a eae oy ey SES ae 

- Dh ee F ‘ ; ; 


Rvs cre 


* 
Bre 


alent R eye : 


Se oe 
, 


SP ae RNASE AGT NE AMY Fie aad ee, 
a ee ry os He shin Cog ME Pe 
a < te ne pes eat aT r ‘ ae ‘ 19 3 4 P ri. 


-6128- Mr. Robertson 


adequate reserves are already set up would be to lower the 
mutuals' rates to the point where the underwriting loss (in- 
cluding expenses) would equal the investment income on reserves 
so that in the end no taxable profit would be shown and in- 
Stead of relieving themselves from the competition of the 
mutuals the stock companies would, in the meantime at least 
have to meet still lower rates than those they now compete 
with. That the cash mutuals are not desirous of making an 
underwriting profit is evident from the table hereto attached 
of premiums written (less return premiums) and underwriting 
profits or losses fr the years 1957 to 1944 inclusive. (See 
Appendix p. 48) From these tables it will be observed that 
the underwriting profits for the four cash mutuals for the 
years mentioned were only 1.24 per cent. 

OP ir lane, Tmposttlon- or a>preorit tax didnot resulg in 
the case of the cash mutuals in lower premium rates the ‘same 
absence of profit motive would likely lead to an increase in 
the rates of commission to agents which are admittedly lower 
than those paid by the stock companies. -. This would likewise 
result in more competition which is just what the stock 
companies are complaining of. 

It may be that the real purpose of the stoek companies’ 
attack on the mutuals is to prevent the mutuals from having 
moneys to add to their reserves as security for policyholders 
and thereby over the long term ultimately get rid of this 
oiass of indenendent which is not controlled by the rules, 
regulations and rates of the Canadian Underwriters' Assoc- 
iation or permitted to join the association or reinsure with 
its members. The imposition of profit taxes on the cash 
mutuals would undoubtedly contribute over a long term in 
preventing their growth. 


It is submitted that it is not in the public interest to 
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impose taxes which can possibly have the result of preventing 
the development of mutual insurance, 

There is no suggestion that the mutuals have at any time 
grown rapidly and in particular there is no suggestion 
Similar to that made in reference to the Western Co-Operatives 
that they have had an unusually rapid growth during the period 
of the application of high wartime taxes. The mutuals have 
not been expanding except in a normal way. They have not been 
buying out other businesses or going into other lines of bus- 
iness unrelated to their main operations. Their growth has 
been normal in the face of fierce competition from the stock 
companies and has taken place only because of efficient 
service to policyholders desiring security and protection at 
reasonable rates. 

Mr. W.E, Baldwin, then president of "All Canada Insurance 
Federation,” an organization of some two hundred licensed 
companies carrying on fire and casualty business throughout 
Canada, contrib ted three articles to the Journal of Commerce 
and Commercial, New York, in December 1939, December 194C 
and petentes 1941. Dealing with the question of reduction of 
rates he said in the article in the issue of December 1939, 

"In Ontario and Quebec, however, notwithstanding the fact 
that much time has been spent on attempting to present a 
revision of rates which would reflect the excellent experience 
on a numter of classes, no. action has been taken on the 
programme suggested. On one pretext or another every effort 
to bring about a change that would allow the public to benefit 
from the promulgation of lower rates, and at the same time 
permit the associated companies to meet non-tariff compet-— 
ition has been effectively blocked. 

"Results of the last few Hoehes in themselves present an 


open invitation to the governments of the two provinces to 
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step in and do for the public that Which the companies seem 
either unable or unwilling to do." 

In the article appearing in the issue of December 1940 
it was pointed out that no changes had been made in commission 
rates to agents and he Sa1c 

"iL Le reasonable to anticipate that the end of 1940 
will terminate an era of seven years in Canada during which 
the loss ratio has only twice been about 40 per cent and the 
average for the period is 37.78 por cent predicted on our 
estimates for 1940 being approximately correct, 

"Owine. to the inability or unwillingness on the part: of 
tariff rating associations to face the Situation, and bring 
fire rates down to a figure that will not produce an abnormal 
profit, the non—associated companies continue to augment the 
volume of income they are writing in the dominion. The 
results of their operations show clearly that they are able to 
maxe a handsome profit while putting liability on their books 
at substantially lower premiums than those quoted by companies 
who are members of the tariff associations." 

And in. the last article appearing in December 1941 ‘the 
following appeers, 

"While some headway has been made by the territorial 
boards in Canada toward substantial rate reductions, the 
Canadian Underwriters Association hag maintained its record 
of masterly inactivity in so far ag Ontario is concerned, Outs 
Side of the reduction brought about by the writing of merean- 
tile policies for three years, no foneral rate reductiona hayes 
been made and many rates are entirely too high, as the con- 
tinuing favourable loss ratio clearly indicates." 

The above quotations indicate that although the stock 
companies were then subject to income tax (although not to 


excess profits tax) they took no steps to reduce the rates in 
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spite of their very favourable experience and appear to have 
maintained their "record of masterly inactivity" so far ag the 
public is concerned. 

Here is the chief executive of a body largely represen- 
ting stock companies whose statements do not indicate that 
income taxation of their profits was creating any serious 
competition. 

Conclusion 

The Ontario cash mutuals have no wish to avoid bearing 
their fair and equitable share of national taxes. 

However, the cash mutuals submit that regardless of 
legalistic arguments based on English tax legislation which 
differs materially from existing Canadian tax legislation or 
based on English decisions interpreting English legislation, 
a profits tax of its very nature has no application towtheir 
avtivities. It is further submitted that before any attempt 
is made to apply profit taxes to mutual insurance operations 
the apparent glaring inequities in the present tax structure 
applicable to insurance should be remedied. 

it is the view of the cash mutuals that the premium, tax 
under the Special War Revenue Act should first be ad justed 
so that all insurers, mutual and stock, would be charged the 
same rate on net premiums, whatever such rate might be, and 
thet the preference whereby marine premium money paid by 
Canadians now escapes premium tax and the preference in 
favour of stock companies whereby they pay 1 per cent less 
premium tax than any other class of insured, should also be 
removed. The remedy of these inequities would be in the 
public interest because this type of tax would bear evenly 
on the whole fire and casualty ean aee and would reflect 
itself to the same extent in all premium rates charged the 


insuring public. If these views are adopted the public inter- 
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est would no doubt be served in the way of increased income 
to the treasury. 

It is the opinion of the cash mutuals that the preference 
now enjoyed by British and foreign stock companies whereby 
the bulk of their investment income escapes liability. for 
tax, should be eliminated. It is suggested that the remedy 
could be provided by legislation which would include in the 
taxable profits of British and foreign stock companies an item 
for investment income. It is suggested that the remedy could 
be provided by legislation which would lay down a rule for 
the determination of the amount of investment income of 
British and foreign companies that would be Drought inte 
account for taxation purposes and such legislation in order 
to do equity should apply the same rule in Tespect of the 
amount of the investment income of Canadian companies made 
mao loTbO ax. 7 Suoh 4 provision would make for equality of 
treatment and the Canadian companies would not be penalized 
in the way of having all their income from investments accumul- 
ated over the years made liable to tax as contrasted with the 
Situation obtaining in respect to British and foreign countries 
who over the years have earned profits in Canada on Canadian 
business and have withdrawn these profits and the investments 
representing these profits out of Canada to their home offices 
so that under the present tax framework the income on past 
years' profits to-day escape tax because they are mov an 
Canada, There is no reason why the same business transacted 
over the years in Canada by British and foreign companies 
should at the present time attract less tax at the present 
high wartime rates than the same volume of the same kind of 
business transacted over the same period of years by Canadian 
companies. 


Such adjustments in the present tax structure applicable 
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to fire and casualty insurance would no doubt yield additional 
funds to the treasury and would distribute the burden of the 
tax fairly among all insurers, stock and mutual. The stock 
companies being profit-seeking organizations would pay a 
profits tax and the mutuals would bear their share of tax- 
ation through a uniform premium tax. The cash mutuals would 
favour such a readjustment even if the premium tax made 
uniformiy applicable ‘to all ingsvrers had to be raised above 
the rate the cash mutuals now Pay. 
Submissions 

The cash mutuals therefore submit that the Commission 
should find and recommenda: 

(a) That the premium tax under the Special War Revenue 
Act is inequitable and that it is in the public interest to 
anend that Act so as to impose a premium tax at the same rate 
upon all fire, casualty and marine premiums paid either 
within or without Canada on Cansdian business, whether written 
by stock companies (be the same domestic, British or foreign) 
Or written by mutuals (domestic or foreign and however oper- 
ating, whether on cash or premium note basis and including 
farm mutuals) or by reciprocals, to the end that all premiums 
paid by the public in Canada will reflect the incidence of 
the same tax. 

(b)s That the ee and Excess Profits Tax Acts as now 
enacted and administered are unfair to Canadian stock compan- 
ies and that such Acts should be amended so that Canadian 
Companies will not be penalized because of being Canadian 
companies while British and foreign companies escape Lee Gy 
for tax upon income derived from profits on Canadian business 
and heretofore withdrawn to foreign head offices so that 
Canadian companies pay on large amounts of investment income 


and British and foreign companies pay little or nothing on 
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investment income. 
(c) Thst it is not in the public interest to apply or 
attempt to apply the Income Tax and Excess Profits Tax Acts 
to cash mutual companies because 
(i) The mutuals being non-profit organizations do not fall 
within the principles upon which the said Acts are based which 
could only be applied to cash mutuals by :an artificial and 
unwarranted definition of "profits". 
(ii) Additional tax burdens should not be imposed on the 
ash mutuals as they perform valuable public services, namely: 
they provide fire and other insurance with complete 
security to a large part of the farming community and 
unprotected areas such as small towns, villages and other 
small rural communities which are not served by fire 
protection: 
they are independent and are not members of or under 
the control of the Canadian Underwriters Association which 
controls the business of and fixes rates for its members 
end as independents the cash mutuals tend to prevent urwarr- 
anted increases in the cost of fire and casualty insurance 
to the public. 
(iii) The incidence of excess profits tax on the business of 
stock companies cannot be shown to have affected the volume 
of the stock companies' business or to have created a compet- 
itive situation so far as the stock companies are concerned; 
its only effect has been to drain off the stockholders’ 
excess wartime profits. These profits do not reflect then 
selves in increased cost of insurance to the Pups 
(iv) While income and excess profits tax do not reach the 
mutuals this does not make their competition unfair, 
(v) The imposition of profits taxes on the mutuals would « 


not contribute any substantial amount to the public treasury 
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which could be augmented much more Generously by amendments to 
bring under tax liability the investment income of British 

and foreign companies which now escapes although these companies 
enjoy the larger portion of Canadian business. 

(vi) The imposition of income and exoess profits taxes on 
the cash mutuals could only result in more severe competition 
to the stock companies, 

The cash mutuals request the Light to rile a supplementary 
brief in elaboration and Support of the representations herein 
contained and in reply to the allegations and material which 
may appear in any adverse submissions Tiled, and in particular 
in submissions or briefs filed on behalf of the stock companies 
or any of them or on behalf of the Canadian Underwriters! 
Association. 

all of which is ESSpectirully submitted. 

The Gore District Mutual Fire Insurance Company 
The Economical Mutual Fire Insurance Company 
The Waterloo Mutual Fire Insurance Company 
The Perth Mutual Fire Insurance Company 

by their Counsel, 


N.S, Robertson. 
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DUNCAN McINTOSH, 
General Manager, Gore Mutual Fire 


Insurance Company, having been 
duly sworn, deposed as follows: 


SAE SS MARS pete eee ONS 2 
BY MR. ROBERTSON: 
Qe Mr. McIntosh, you are the general manager of the 
Gore District Mutual Fire Insurance Company? Ba Yes, sit, 
Qe Its head office is at Galt? As That is) zight, 
Sr 
Q» How old a company is it? A. It was established in 
1859, so it is 106 years old, 
Q. I have shortly described the way you carry on business? 
He Ves, Sirs 
Q- Would you please amplify that? Ae) Yes, wing a lm ieee 
we were organized as a mutual company under the act of 1836, 
At that time all our premiums were taken in arrears. The 
losses and expenses at that time were added up at the end 
of the period and divided amongst the members, This 
continued until 1868 when, through an act of parliament 
of the province of Ontario, what is now known as the cash 
mutual organization was created. At that time the company 
was permitted to operate both on the mutual plan as well 
asthe cash plan, The cash plan is operated under the system 
of collecting a premium at the first and not at the end of 
the period, At the same time we: were permitted to carry 
On mutual insurance, with the use of a premium note, and 
we still carry on that type of business, The premium 
for the premium note is also paid for the first part of the 
period, but our dividends are paid on our mutual policies 
at the end of the period. The cash policy is exactly the 
same as the policies issued by the life insurance companies, 
particularly the Mutual Life Company, who issue a none 


participating policy. The purchaser of a non-participating 
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policy receives in effect his dividend at the time he pays 
his premium, in the form of a lower ratee The mutual member 
pays an initially higher premium but, according to the act, 
is a member of the company and therefore is entitled to a 
dividend which is declared by the directors at the end of the 
period. 

Q. Mr. MeIntosh, you heard me report to the commission 
that in a seneral way you carried on similarly to the stock 
companies. Would you elaborate on that? I do not happen 
to have one of your policy forms here, but I have one of the 
Eeonomical. Does yours vary much from that? 

A, They are identical, 

Q.- Would you just elaborate, for the benefit of the 
commission, on just how you carry on your business? 
Ae Since 1839 the mutual companies, the four cash mutuals, 
have operated through an agency system. That is, they appoint 
agents in exactly the same method and manner as joint stoak 
companies. They pay then commissions; they incur largely 
the same expenses, and we are at all times in direct competi- 
tion with the joint stock companies, as of course they are 
in direct competition with the cash mutuals. Does that cover 
yOUrT point? 

Qe Yes, I think so, You heard the references I made 
to the statute requiring that your surplus be maintained 
at two per cent? A.That is right. 

QeAnd that is the fact? Ae COUN Wid £9 nd hoe aa 
the statutes of the provines of Ontario, 

Qe What about your rates for insurance, and your rates 
for commission? A. Well, the growth of mutual insurance 
I think answers that question, sir. It is hardly likely 
that, operating through the same agency set up and under 


the same conditions as the joint stock companies -- 
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Qe Just elaborate on that. You say, “through the same 
agency set up"? A. Yes. Quite frequently in the province 
of Ontario, where a large part of our business is centred, 
we are represented by agents who at the same time represent 
Joint stock companies. 

Qo Agents are agents for joint stock companies and agents 
for you? Aa Chet is rieht, 

Q. And what conclusion do you draw from that, as to 
your rates? A. The conclusion we draw from that is that 
over the years the rate of the mutual company must of necessity 
have been lower than that of the joint stock company, since 
the remuneration offered by a mutual company to the agent 
is, on the whole, not as great. 

Oe AS 1% 24 fact that over the general field your rates 
are lower than those of the stock companies? 

Qe Quite true, 

Qe And is it also true that your. commission rates -— 


how do they compare? As On the whole, lower, 
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Qe Now, you have been Sitting and listening to the 
proceedings. What have you to say about your investment 
income? A. Well, referring to investment income --- 

THE CHAIRMAN: TI think, Mr. Robertson,that you have 
made your argument clear on that POLL. The witness 
might confine himself more to the LACGS 

BY MR. ROBERTSON: 

Q. Then, to use a common term, one which everybody 
questions, but without being condemned or damned for 
using that term, what do you do in respect of underwriting 
gain and surplus and investment income? What do you do 
with respect to those three items? A. Wwe have two 
PeSpOMSAMIlLities. “First of all'we hate to LL. 

Q. What do you do? T am not Speaking about your 
responsibility. What do you do? A. In effect we lower 
the rate of the premium for insurance.) That 1s the te- 
sult. 

Q. Well, in your answer you are starting at one 
point and jumping to another. Follow Lt Trough ft yaa 
do not mind. At the end of an accounting period -- and 
do not let us get into an eT eUnCOG A00UL ThAL --. bub) at a 
certain time you take account of what you have done over 
@ period of time? A Yess 

Q» An annual accounting. Ae 188% 

Q. What do you do with underwriting gain or Loss, 
and investment income? What do you do, physically, with 
those things? You start with certain items, and make 
Subtractions, and get certain results. Then, what do you 
do with those results, just to follow the process through? 
ms if I can follow your question, I shall endeavour to 
make a short statement on it. However, I am not quite 


Certain as to what you have asked. 
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Q. Well, I admit I have not made my question very 
clear. 

MR. PARKER: Perhaps a statement of the accountant 
would be more helpful, would it? 

BY MR. ROBERTSON: 

@ Have you a balance sheet here? 

MR. PARKER: That is really what you are asking him 
to do, is it not? You are asking him to summarize? 

BY "MR. ROBERTSON: | 

Q. I am asking you to tell the Commission what hap- 
pens in your company at the end of the ee and where the 
money goes. Relate your remarks to underwriting gain or 
loss, or investment income. A. There is a balance, 
either debit) ormcredit, in-respect of insurance. There 
is income which is derived from the investment of our 
income - of our investment, rather. These two funds are 
pooled together, and the necessary reserves are Set uD, 
and the balance goes, in the first instance, to the pay- 
ment of dividends to the mutual policy holder, and to a 
further reduction in the cash rate to the policy holder 
who has a non-participating policy. Is that what you 
wish? 

Q. I think so, briefly. It does not,however, go 
into detail as I might like to have it. But possibly 
someone at a later stage will give us that. You have 
said that some of it goes to surplus. Why does any of 
it need to go to surplus? Why do you put it to surplus? 
And, further, how much goes? A. Well, as a minimun, 
we would have to keep our surplus and reserve of at 
least 2 per cent of fire insurance in force. That is the 
basis of that. It springs directly from an Ontario 


statutory condition which requires that procedure. And 
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against that you must Superimpose the cash that each 
individual company has with what ites Liability 1s. cand 
what type of EYeod rey baa , 

BY THE CHAIRMAN} 

4. You use the words "surplus" and "reserve" in the 
same sense? A. Yes, in the insurance account the only 
statutory reserve required is_a reserve for a Vecurn “on 
unearned premiums. 

BY MR. ROBERTSON: 

Q. What has ee the growth -of your Preserve, in 
relation to your insurance in force? A. Very close, 

Q- Has it gone parallel with the increase in insur- 
ance? Ae Yes. 

Q- What about the competition your companies have 
received from the stock companies? Then, further, what 
about the competition which you give to the stock compan- 
Les? A. Well, of course, it ts like our poor relations; 
it is always with us. But on the whole I think our com- 
petition in our mutual companies with the joint stock 
companies has been fair. There competition with us, natur- 
ally, has been somewhat prejudiced. We have been exposed 
to the same propaganda as was mentioned yesterday by mr. 
Gruhn. However, we take that ag part of the business, and 
we have no objection to competition. JI believe the facts 
with respect to mitual insurance speak for themselves. 

BY MR. PARKER: 

Q. In other words, you play Tair, and the stor 
cOmpanies do not? - A. NO, FD Coon say “thats 

Q- That is really what you have Sala, Tia nore 
A. No, my friend Mr. HaM would not agree with that. 

Q- You do not mean it that way, I understand? 


A. Nos inot in that way at all. 
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Q. You both play fair, is that correct? A. We 


attempt to. 


Q.- You take money in? A. Yes, we do. 
Q. From a number of sources? A. Yes. 


Q. You take a cash payment when you write a partici- 


pating policy? feu Les;. Unab ts: Correct. 


Q@- You take cash when you write a participating pol- 
icy, a full premium? He) YOs. 


Q. And you take cash, or receive cash, from income 


on investments? hen Yos, that te ‘correct. 


Q@- And you pay losses? A. Yes, that is correct, 


COO. 

Q. And you pay general expenses? Aw Right. 

Q- Including agents! fees and all that sort of thing? 
Aa, YESs 

Q. And you set certain sums in reserve? A. Cor- 
rect. 


Q. What I wish to know is this: in making up the 
reserve, are they divided -- that is, are they divided in 


respect of the amounts set aside out of participating 


Policies ang arom the nonu-participating , or are they, ail 


put together as a single reserve? As They are all put 


together as a single reserve. 
Q. And do you put into your reserve the same per- 
centage of non-participating full premiums as you: ae’ oF 


the participating cash premiums, to be followed later by 


an assessment? A. Yes; and, just to correct that 


point, it does not follow that an assessment foilows 


after the original. 
Q@.- i know, but it might follow? A. YO@Ss 
Q. It sometimes follows. A. tt Bee notoin. our 


company. 
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Q- Never in its history? A. Not since the cash 
mutual plan was adopted in 1868, 

Q-.- Not since the cash mutual plan was adopted? 

Al NOG 

Q- In making your investments out of that reserve 
do you keep the separate account of the investments 
originating out of non-participating policy premiums and 
participating policy premiums? 4. No. 

Q- Can you tell me how the holder of a participating 
policy can ascertain his share in the reserve, or does he 
also share in the reserve as made up from the two 
sources -- that is, coming from the participating and non- 
participating premiums, as well as his own? Aw” 2b 2s 
a total protection for all policy holders, whether it ig 
a cash policy holder ora participating policy, or non- 
participating policy. And it is not possible for aipar— 
ticipating policy holder to determine at any time what 
Share of the reserves or assets of the corporation are 
hise 

Q. Are the respective interests of the participat- 
ing policy holders and the non-participating policy hold- 
ers in those reserves the sane? fa eo, 

Q. What is the difference? A. According to the 
Ontario Act, and it is the same anywhere, the mutual pol- 
icy holder is, in effect, the ultimate owner of the com- 
pany. 

Q- Oh, I understand that; but, coming to the point, 
are those interests the same? I asked before af the 
respective interests of participating policy holders and 
non-participating policy holders in the reserves are the 
same, and you answered that they were not. Is that cor- 


rect? A. That is correct; they are not. 
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Q.- They are not the same. AaeeNG. 

Q- Well, will you tell me the difference between 
the two? What are the interests of each, and how are they 
ascertained? A. In exactly the same way as a non- 
patter ipatine policy holder ina life insurance company 
has no interest in the earnings of the corporation, other 
ee the premium that he pays. To the same extent the 
cash holder in the cash mutual policy has no further 
interest in the earnings of the cash mutual company. 

Q» I do not know whether that is quite Crear, oat 
Perogys Lo cam ouer it. this way: are you saying, in effeot, 
that the interests of all policy holders cannot be 
ascertained until the company is wound up; is that what 
you say? Ae YTheat ts quitel true. 

Q. And that is a fair way of putting it? Re Yes, 
Bhai ws fagry 

Q- And in winding up or going out of business, and 
in making these reserves ready for distribution, how will 
the participating policy holder share as compared with 
the non-participating policy holder? will they share on 
the same basis, or do they share on different bases? 

A. They would share on different bases. 

Q.- What is the difference? A. The difference is 
this, that the participating policy holder is a member 
of the corporation, and therefore he is entitled to his 
participation in its assets, if the company were wound 
up. The non-participating policy holder is not a mem- 
ber of the corporation. 


Q. He would have no interest? A. No, he would 


have no interest. 
Q. And yet, a portion of the premiums paid by the 


non-participating policy holder through the years goes 
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into the reserve, which ultimately goes out to the benefit 
of the participating holder. A; ‘16 eould, 

Q- Is that the way it Works; Wiss that uthe (result ss 
or is that a matter of argument? ha A he ay 
matter of argument. 

Q.- Well, perhaps it is. I shall go back now to 
some questions asked by Mr. Robertson, and possibly shall 
ask them in reverse order, before I reach one or two 
further questions of a different nature. You told us that 
you have agents the same as the stock companies? 

A. That de corneet2 

Gen dad in some cases; and I dare say in quite a 
number of cases, the same agent in a village or town -- 
and this would apply in all fire insurance agencies -- 
can write a policy in a dozen different companies. 

A. That is correct. 

Q. In mutual companies and in stock companies, 
A. Ye@se 

Q- All right. Now, a Stranger goes into this 
agency wishing to secure insurance. Do you know what the 
practice is? How does the agent deeide whether he will 
place the business in the stock company or in the mutual 
company? eit penoukdrthink thatein heh tedss qs 

Q- Well, do you know, to begin with? Ay oo Gitink 
I know the practice. 

. Well, then, tell us the practice. Ret Bie 
agencies have their preferences. Some prefer mutuals 
and some prefer stock companies. 

Q- All agents do. A. Yes, some forms of insur- 
ance are preferred over others. 

Q- By the agent. A. Yes. 


Q. Not the insured person; he does not care a hoot 
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whether his policy ig placed in a mutual or a non-mutual 
company. A. Some do. 

Q. I am talking about those who do not; there are 
some who do not, As) OU LCS Gry Ss 

Q. And in those cases it ig up to the agent to 
Switch it to whichever he wishes, to whichever his 
Sympathies are with. A. Yes; and then it becomes a 
matter of added inducement: 

Q- What would those added inducements be? 
A. Increased commission on the business he places, 

Q. is it not true that the mituals pay the agents a 


more generous commission in order to bring them the 


business? A. No, I think you will find it the other 
way. 
Ge tell me, if you know, Ae The Commissions 
Q- Do you know what the practice is? Ae) Yessy en 


do, generally, 
Q. What is it, then? A. The mutual companies pay 
lower commissions. 
Q. Lower commissions on lower premiums? A. ‘Yess 
Oe) Oller tor do) tare fi. Yes. 
Q- Can you tell me what the inducements are when the 


applicant has no preference in the matter; tell me how you 


people get him on your list? a. Ib is quite possibile, 
Q. How? Ae If he has no preference in respect 
of his interest in mutual insurance, -- if we had a poor 


agent in that town we would never receive his business, -- 
and I mean "poortt from our Standpoint. 

Q- I have in mind a man who exercises ordinary 
common sense. Then, if an applicant has no preference 
in the matter, and the agent could get a bigger commis- 


Sion, why would he not send it to the stock company? 
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What would induce him to pass it over? A. Maybe he is 
acting in the public interest. Probably he would be con- 
tent to place that risk ina corporation which offered the 
same protection but which might probably be more reason- 
able in rate structure. 

Q. That is your answer; I shall accept it. 

BY MR. ARNASON: 

q- Is it possible that there is 4 lower commission 
paid by the mutual company? He might think that with the 
lower premiums charged by the mutual company he might get 
in more business, and would thereby increase his commis- 
Sions? Pe Less 

Q- And this to some extent would offset the higher 
commissions paid by the joint stock companies. 

Ae Tet ie *gquite tre ¢ 
Q- Does that happen? Aw Yes, De does, 
BY MR. PARKER : 

Q. Have you heard an aGent say that he has prospered 
by reason of low premiums and low rates of commission, but 
that they get a lot more little ones and fewer big ones, 
with the net result that they get more money? A. (Yes, 
oh, yes. 

BY THE CHAIRMAN: 

Q. Apparently there is quite a bit of competition 
for the goodwill of the aSont s A. Yes, that is very, 
very great. That is where all the propaganda springs 
from, 

BY MR. PARKER: 

Q.- Mr. Robertson suggests that perhaps I should ask 
you to compare the size of the policies written, both 
mutual and stock. A. As it applies 50 cash mutuals, 


do you mean? That question applies to the cash mutuals, 
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not to mutual insurance Senerakiy. 

Q.- I am talking about your companies, where you have 
common agents. A. It is not a question of large risks. 
Inmvariebiy at 2s: a question of comparatively small risks. 

OA Oin aly Geasegs A. In 99 per cent of cases, 
probably. 

Q- Do I understand that all the policies written by 
agents are small policies, or only those placed in the 
mutual companies are small? po I understand that the big 
ones go to the stock companies? A. I would say that 
the large policies are not placed with the cash mutuals. 
They- may go to other mutuals, or they may go to the stock 
companies, 

ha hey dovnotveo Lovvou? A&A. The portt ollie at 
the cash mutual is not composed of large risks. 

Co elite. “Ab tis beginning of your testimony 
you mentioned that in the early stages of the company you 
Started out with the purely mutual idea. rei Wale Woy h ene: 
COTTSseU . 

Q-. dt was in 1868, wasntt it, that the company went 
to the legislature and sought power to do business on the 
other plan? Aw XYSss 

Q. That seems to represent a departure of this com- 
pany from its original idea, namely to serve the farmers 
and to do ordinary mutual business. How did that come 
about? Why did they not stay as they originally began? 
why did they branch out? Ast Lop me corrett lene pts te 
ment Mr. Robertson made a little while ago. 

Q- Oh, Mr. Robertson did not make an incorrect state- 
ment, did he? A. S80 far as the Gore is concerned. We 
were never a farm mutual, in the sense that we were 


incorporated to insure farm risks, only.» We were incor- 
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porated as a mutual insurance company to insure all manner 
of risks. 

MR. ROBERTSON: I apologize. 

THS WITNESS: And that is largely true of the other 
cash mutuals, too -- although [ cannot speak for the 
BHeonomical. It is not true for the Gore. 

BY MR. PARKER: 

‘Q. Anyway, the company started out with the idea of 
doing business on the premium note plan. A.) Th was 
requpred by daweto do that. 


Q@. Tb was required by law; that is all they could doi 


Q. And after thirty or forty years' experience they 
founds) apparently, that they had good reason for seeking 
permission to work on the other plan? <A. That is quite 
true. 

Q- And they got that permission through statute? 
Asinves:. 

Q.- I am wondering why; can you enlighten us on that 
point? I know that it was long before your day, and also 
before mine; but have you any idea or any accurate know- 
ledge as to what induced the company to do that? 

A. To my knowledge the Department of Insurance in Ontario 
always have taken a keen interest in mutual insurance, and 
prior to that time the method of operation placed a heavy 
burden on the mutual insurance companies in canada. oie 
1868 the Superintendent, in the interests of what he 
thought was mutual insurance, brought in legislation to 
permit mutual companies to secure premiums in advance. 

Q: Well, i.do not wish to ¢o into detail. in the 
matter, but are you in a position to show that it was 


done at the instigation of the government authorities? 


A. Yes. 
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Q- Rather than being sought by the companies. 

A. It was sought by the companies after the government 
had put that legislation on the books for that purpose. 
BY THE CHAIRMAN: 

%- It brought you closer to'your competitors, did 
£5 ROU? A. Yes. 

BY MR. PARKER: 

Q.. It was only permissive on the companies; it was 
not compulsory on the part of the Gore Company. 
A. That is correct; 

Q. It was only permissive, Hom, See 

Oeorand the company, as far as you know, proceeded on 
that basis, because it helped them in their competition 
against stock companies. A. would you repeat that ques- 
tion, please? 

Q. They sought permission, and exercised the per- 
mission given them, and they introduced that type of 
business because it enabled them to compete to a greater 
extent with the stock companies? A. No. 

Q- Why did’ they want to do it on that plan, then? 
A. In 1868 the conditions of insurance in Canada were 
entirely different from what they are today. 

Q- Well, I do not remember that far fejciesepe my o7) rpg 
Shall take your word for it. 

THE CHATRMAN: I do not think you were there then, 

THE WITNESS: I was not there, but the records are 
open to see. 

BY MR. PARKER: 

Q. What made it desirable for them to get into this 
new type of policy? A. It offered a greater degree of 
stability. 


Q- Are you on solid ground there? Was it stability 
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the company was looking after, or was it greater business? 
BL. Stavauhity-. 

Qa Ifsyou do notuknow,., just say.so. Als ay eae A ay 
imvendiTOWilead yourastray, but ‘the history of our: company. 
leads’ me to believe that it was a question of BPO im 
purely. 

OQ. yYoOurae not thank competition, Or Action To 2et 
more business, had anything to do with it? Pie TR) vers 
27 1368. 

Oe eileoete Dur Onpomewsiehl. ODN une DRLSet im Gy Sui 
pUse wou Naveen has priet cayclully, and essrsteq Mr. 
Robertson in the preparation of it? I suppose the 
Statements that are in that brief as statements of fact, 
as distinct from legal arguments for which we will have to 
Hold Mew Roberteon respousbble, are substantially tie? 
His Li OL newe SG. ECS Ss 

Q. AS I understood Mr. Robertson's argument -- and 
feo noe thimk this is.4 question of law. that, f. am pupcine 
LOeyvou, Orie ieee F hope tis notl-~ seer recy Mi. 
ROVSrison Sand thal there 1s m0 such) thing.4as proritvs in 
this type of business. fal ves. 

On shat LoiwWwas a wrong names. Aa, Yess 

jee pndyer he,points-out the secihicony of, the Ontarie 
Gompanies 2cb, quoted on page seven. of the brist,. and 
introduced by the following words: 

"The cash mutuals accumulated the bulk of their 

reserves while operating under provincial regis- 
|e Sa 5 ae 
Tne vasnovwdoubs. that: that is.perfectiy true. , Then ie 
continues: 
"The Ontario statutes recognized the need of secur- 


ity as is evidenced by section 275 of the Ontario 
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Companies Act, R.S.0. 1937, chapter 251, which 
reads as follows® - 
Then he quotes a certain section of the Companies Act 
dealing with reserve. It will be noted that the section 
says: 
"Subject to the provisions of subsection Oye nL ed 
or a cash-mutual insurance GOrpOrat lon vss. if 
That is your company? A. Yes. 
2+ I continue reading from the section: 
"....may forma permanent reserve PURO eee 
It will be noted that it Sayor"may' there is no necessity, 
according to this Statute, unless counsel argues that 
"may" means "shall*, Lt ‘stated: 
"....may form a permanent reserve fund, to consist 
of such part of \ the net profits as may from time 
to time be set aside by the directors for that pur- 
pose;" 
Now, as I say, I do not wish to enter into an argument 
as to whether that is a bad thing, or whether it is a 
proper thing <1 shoush & perhaps. you could help me in 
this. Mr. Robertson also said, as I understood him -- 
and if I am wrong he will correct me -- that we are enter- 
ing the field of accountants! language. Tt may. be proper 
language when talking about accountancy, but the sugges- 
tion is that it was improper when talking about taxation. 
You will agree with me that that is the language in the 
Ontario Companies Act, at any rate, and’ thes ontario 
legislature seemea to think that the word "profit was 
the appropriate word to describe certain takings of 
these companies, did it not? mas (ACCOMM ine to- that 
Act, yes. 


Q- And from your knowledge of economics or account- 
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ancy, have you any reason to complain that that does not 
describe the intakes of Surplus -- and I do not wish to 
use the word myself -- the surplus intakings of your com- 
pany? Have you any quarrel with the words used in the 
Ontario statute to describe it? A. Yes. 

Q- What is your quarrel? Aue i WS Sar bat pany a, 
say the definition of "profits" is arbitrary. 

Q. “Ll beg’ your pardon? A. Votnetdetini tien as. to 
what constitutes a profit is an arbitrary (definitions 

en THSPs Le ne definition there; asit seenite 

MR. GEOFFRION: Yes, I suggest subsection (5) refers 
bo 10% 

MR. PARKER: It refers to "such part of the net prof- 


its", Net profits and profits are entirely different. 


They are talking about "net profits in subsection oa 


MR. GEOFFRION: That is the expression used. 

MR. PARKER: Oh, yes, I bee your pardon, it refers 
to net profits. Apparently the definition of "net prof- 
L168") 18 not given, 4s ht? 

BY THE CHATRMAN: 

Q.- What Mr. Parker is asking you is this: why did 
the Ontario legislature, as late as 1937, use such a con- 
demned word as "profit"? Do you know why? fied DT 
cannot say that. 

BY MR. PARKER: 

Qy I go farther than that: from your knowledge cf 
the workings of your company, are you in a position to 
say whether it is a suitable word to express what your 
company does? Have you any quarrel with the use of the 
word? A. Yes, I have a definite quarrel. 

G.: ‘Hien, wheat ie “your quarrel; what is wrong with 


it? A. What is profit in our organization is not the 
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difference between the income received in the form of pre- 
miums, and the losses and expenses. For us, we feel in 
the same way as the life insurance companies do, that 
interest from investments is an integral part of the pre- 
mium. 
BY THE CHAIRMAN: 

Q. You operate evener aera LOSS, 2b a Vroriy, or 
exactly at cost? A. Or endeavour tor 

Q- No, not that; you operate either at a profit, a 
loss, or break exactly even? A. That Le correct. 


Q. You have not been running at a loss, have you? 


Qe Have you been breaking exactly even? LES ye 
would say that would be impossible. 

Qo When ylihere eve rorite” Pe may be very small, 
but you cannot get away from that? There are only three 
Situations under which any company can operate, and those 
are the three I have named - loss, profit or breaking 
even. A. That is construing that what remains over 
after you have paid your losses and Szpenses’ Dear prors t. 

Q- I am referring to the Ontario statutes. 

BY MR. NADEAU: 

Q.- Do you operate outside of Ontario? ne es io 
operate in all provinces of Canada. 

Q-. What kind of insurance do you sell? -- casualty, 
accident and fire? A. Fire and casualty, 

Q+- What is the ratio of your participating business 
as compared with your non-participating business? 

A. Probably about 10 per cent. 
BY MR. GEOFFRION;: 
Q.- Which is 10 per cent? A. Ten per cent is 


participating; that is approximately correct. 
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BY MR. NADEAU: 


Q- For all your companies? Rew NO, bhat is. for my 


Q- For your own company? Aw yes. 

Q.- You do not know about the others? Ae. 2 Souid 
answer that, but I think the manager would be in a better 
position to answer it than I am. 

BY MR. ARNASON: 

Q.- Is it the objective of your company to Operate at 
cost? AvinYes, derinitely. 

Q.- Is it possible there may be certain elements of 
cost which cannot be determined accurately at any time? 
Bi Yea. 

Q- and that may explain the prevalence or the 
accumulation of what may be termed part of your surplus? 
A. Yes, definitely. 

BY MR. PARKER: 

Q- Do I understand you to say that that means that 
10 per cent of the number of policies issued are on the 
note plan, and about 90 per cent on the cash plan? 

A. About 10 per cent of the amount of fire insurance. 

Q- In dollars? Ae UNSS ye oin. dollars: 


Q- So that 90 per cent of your business is done in 


every respect on exactly the same basis -- that is, the 
writing of it -- on exactly the same basis as that of 


stock companies? Serres. 

Q- and the only difference between you and the 
stock companies is the way in which you deal with eam- 
ings after you get them? A. That is correct. 

Q. Coming back to this definition of profits -- 
and I do not wish to labour the point too far, but as my 


learned friend pointed out, net profit ag defined in 
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this section -- and Mr. Robertson has been good enoughto 
furnish me with the Act and the section -- there seems to 
be no definition of the term in the section. T cannot 


vie ts Uo ies avs 


frat 


MR. ROBERTSON: I cannot, either, 

THE CHAIRMAN: To what does it refer? To what sec- 
tion does it refer? 

MR. ROBERTSON: I had quoted the section only in 
reference to the 2 per cent. I had not addressed myself 
LOCtMendelinition weritnet profits atiall 4 

THE CHATRMAN: Is 251 contained in any gection or 
Ghapter of the Act? 

Mr. ROBERTSON: | It is in the Companies Act. TI was 
just looking to see if it was divided into sections. 

MRVOPARKER:: It is :seetion 275 of: chapter 251, 

MR. ROBERTSON: I would refer to part 16, but I have 
not combed through it to see if there is a definition. 
However, ioshedl Go so)in the next few minutes; 

MR. PARKER: We will let it stand, then. That leaves 
the Drier one has in the air, because it throws us back 
on our own to find out what'net profits” means. 

MR. ROBERTSON: There are these descriptive headings 
which are not marked as sections, or anything else. 6 
is a point into whien I have not yet examined, HOWe ver, 7 
Spall eesris 1 0en! book ante a6. 

BY MR. PARKER: 

Q- One other thing: you heard Mr. Robertson, in his 
presentation, speak about underwriting profits? 
A. Yes, that is true. 

Q-. He placed it before the Commission on the basis 
that underwriting profits mean money going into onets 


pocket, fresh, as distinct from -- I forget the other 
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expression he used. 
MR. ROBERTSON: Savings. 
BY MR. PARKER: 

a- I believe he referred to keeping it from getting 
out. The income which the company receives from invest- 
ment of its reserves goes into the company's pocket; it 
is not just a scheme devised to keep it in its pocket, or 
to prevent it from getting out of its POCKEU Su ah hue 
exactly what Mr. Robertson described, a means of acquir- 
ing money and of having it flow into the company's 
pocket. is that not correct, in respect of investment 
income? Asda Tes \thatea legal argument? 

BY THE CHAIRMAN: 

Q. In the hands of anybody else but mutuals, invest- 
ment income would be profit? Why in your case is it not 
the same? A. Because in one case it goes to the share- 
holders. 

BY MR. PARKER: 

Q- That is what you do with it afterwards? 
fee Yes. 

Qs Il am talking about it as it g0es Lhtvo- your pocket. 
You may take it out of your pocket and €O on a spree with 
it, or do what you like with it, but --- 

BY THE CHAIRMAN: 

Q- Put it this way: it is your contention that the 
tax gatherer must look at the ultimate destination of 
the income to determine what it is? As I.sheuld think 
SO, yas. 

Q- That is an argument we hear frequently. 

BY MR. PARKER: 
Q- I call your attention to page 316 of the blue 


book for 1942, where certain information concerning your 
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district is tabulated in your profit and loss account for # 
the year. Interest and dividends earned in that year were 
$122,650.45? A. Yes, that is correct. 

Q»- And gain on the sale of investment; you even make 
capital gains on those investments? A. That is cor- 
rect. 

Q. And you also, in another year, may probably make 
eicapitael Logs? A. (Yes. 

Q. I appreciate that, of course. Whereas your 
underwriting gain is only $14,000, your interest and 
dividends earned is $122,650.45, Foe 

Q. And yet this company has no profits in the sense 
that nothing goes into its pockets. Ad » LOU are trying 
to distinguish between what goes to the company from the 
Slate e int acts pan 

Q. They both go to the pockets of the company. 

As .¥68, but one is not in. any sense a profit, as com- 
pared with the other. 

Ry (Werbeave heard, that. before. \Then,? at page six of 
the brief a statement is made which I shall bring to your 
EG veERClenss Ludo notegee- the point .ofvit,smyseli.. bus 
perhaps counsel who helped prepare the brief may help 
me. You set out the amount of dividends which stock 
companies have drawn over the last number of years? 

As Nee. 

Q. I believe you go back for thirty-five years? 
ha Yess 

Q.- I suppose that is put in the brief to leave the 
impression of what profiteers, literally, these stock 
companies are; is that why it is put in there? or, do 
you know why it was put there? A. I would not say 


that. 
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Q-. You would not say that? A. No. 

Q. There are no figures inserted in vhe brief-to 
Show the number of millions or tens of millions of good, 
Solid capital that has been invested, on which that was 
earned, and have not shown as to whether these public 
malefactors, these shareholders, g0%. 2 per. cent on! thes > 
investment, or 50 per cent? There is no information fur- 
nished on that score, is there? A; ‘in this brief? 

Oe Fos: A. No, that is quite true. 

Q. Have you any idea of whether that point was con- 
Sidered in the preparation of the brisf)"or°whether 1 
would be a good idea, having shown the profits of the 
Stock companies, to show how much honest-to-goodness 
capital they put in, risked and ventured in the business? 
A. JI do not think I see your ee eG edi, 

Q- Well, I shall not press it further. Pnen, “your 
counsel drew an analogy with respect to trustees. You 
heard him say that the company was in a position of trus- 
tee for these reserve funds? Ae Yess 

Q. And that the company held them, in effect, if not 
in form, as trustee for the policy holders; is that cor- 
Fect?y Aeaos, thet 18 trae. 

Q- Where is there any trusteeship? Is there any 
by-law, or anything indicating trusteeship? 

MR. ROBERTSON: Is not that purely a legal argument? 

THE CHATRMAN: I think it is, possiply; 

MR. PARKER: If my learned friend leaves it on that 
ground, I shall withdraw the question. 

MR. ROBERTSON: It is a matter of analogy of opera- 
tion. 

MR. PARKER: Then, one other question in respect of 


personal corporations. 
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BY MR. PARKER: 

Q. Are you familiar with the Income war Tax ACU, at 
i A. Yes, but not in its’ legal sense, in the way 
poet ie li bronght up. 

Q. I am not going to ask you to interpret “1b at 
all; but in order that the record may be straight I wish 
to know if you are familiar with section OL, "Supsection 9, 
i might point out that section 21 is the section dealing 
with the way personal corporations are taxed. As the 
Commission knows, the taxes are passed on to the share- 
holders, except in the case of non-residents. Then the 
last subsection reads: 

"ihat the rates of tax applicable to corporations, 

as Jin hh Sone wrévidedie. (yt 
that 1 erthergenenal corporation tax ts. 

",...Shall be payable by a personal corporation on 
that portion only of its income which is deemed to 

be distributed to non-residents. 

In other words, even in respect of a personal corporation, 
the vcs an itself is the taxpayer and pays the amount. 
I cite it merely to show that you do not wash the whole 
thing out. 

THE CHAIRMAN: That is to meet Mr. Robertsonts 
argument. 

MR. PARKER: In order that it might be brought to 
the attention of the Commission later on, so that it 
will not be overlooked. 

MR. ROBERTSON: It is against the argument with 
respect to the corporate entity of the company. That is 
aid) 46,48 Birestede to. 

BY MR. ROBERTSON: 


2. There is a suggestion that we have failed to 
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Show these collosal and astronomical sums invested. [ 
would direct the attention of the Commission to the 
second last paragraph on page fifteen of the brief, and 
would also ask the Commission to look at the 1942 blue 
book, page 107, and see if the amounts of invested cap- 
tal appear in the briel.. Possibly ‘it’ need not be read. 

THE CHATRMAN: Your reference to it is sufficient, 
Mr. Robertson. 

MR. ROBERTSON: The last column shows capital stock 
paid in cash, and there is a cross-reference in my brief 
to the page in the blue book. We Show an increase in 
capital and invested assets every year. 

BY MR. ELLIOTT: 

Q. Whatpart of the business of your company is 
fire, and what part is casualty’ A. About four-fifths 
ger eire!s 

Oa Ang, Of the Tires duUSiness, what proporcion of 
the risks are written in unprotected areas -- that is, 
areas without fire fighting apparatus? A. On an estim- 
eate-L would say about 7O per cent. 

Qs: Can you distinguish between farm risk and other 
riske an Unprovectcod areas? Can you tell me how much of 
that is farm risks? A.» In our own company? 

ges, Ay “Mayoe about one-sixth of iv. 

0. SOneSsixth ofthe total fire business?” 2% “Yes. 

uy “Paen. an computing your met premium Tor’ the 
purpose of premium taxation, how do you proceed? 

A. Until 1943 the dividends which had been paid had 
been permitted by the department to be deducted. [ 
believe this matter was mentioned by another mutual. [In 
1943 we were ordered to pay a premium tax on all the 


dividends paid since 1932 or 1933. We forwarded to the 
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treasury the required sum. Apparently, however, some com- 
panies took objection to that, and the amount was returned 
to the companies with the notation that that change would 
be in effect in so far as 1944 was concerned. So that, so 
far as 1944 is concerned, we paid the premium tax on the 
total premiums received before any dividends were paid. 

BY MR. VAUGHAN: 

Q. When you referred to the tax being the same in 
erica vis \bothvin Moint stock companies wand mn mutual 
companies, would your idea be to compute that on the gross 
premiums? A. Yes, we feel that is the most equitable 
Hasisoto tax all insurance premiums « 

Oih On Lerossi premiums? Aw Tess 

BY MR. PARKER: 

QO. You said -about’10 per cent of your insurance is 
participating, and about 90 per cent non-participating? 
AO AYGS « 

Q. Iwas wondering why that is so. A new person 
comes to your agent and asks to be insured. How is it 
divided, or who decides whether he will be given a 
participating or non-participating policy? PP ee aap lero k on Rel 
be glad to explain that. 

Q. I wish you would, because there might be an 
impression left that there is some inducement made to keep 
it out of the participating group. As eQULbCat Puss 4 a. 
believe Mr. Gruhn mentioned that point yesterday. Since 
the time of incorporation it was necessary to sign a 
premium note. As this company grew, and the number Or 
stock companies increased, we hac what we now know as 
non-assessible mutuals -- that is, mutuals which can 
sell mutual policies which are not subject to extra 


assessment in the event of great. loss. But, under our 
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Act, we were not permitted to issue policies except with 
the premium note. Naturally, as the result of a consid- 
erable amount of propaganda aimed at the Canadian mutuals, 
a body of the Canadian people would not sign premium 
notes -- and they will not SigM premium notes today. 

OQ. Cishitecevetiui ly ezplained thats ir they do: they 
wid Participateinethess big ireserves some day, sand that 
ii they covnobetheyawill nop panii cipate? hs ee | 
argument still does not seem to have convinced a great 
many of them. 

Qu. eds! thev argument, made? A. Yes, -- not made in 
the sense that they will participate in the splitting of 
some big melon, because there is no anticipation that 4 
large company and a going concern will wind up. 

BY MR. BLLIOTT: 


Q. Do you issue casualty policies on participating 


insurance? A. No, we have just started in the casualty 
business =-- started about four or five years ago. 


gf Wowlao not offer participating insurance? 
A. VG, ot an icasualiy. 

Q. And therefore the 10 per cent of total business 
is a larger proportion of your insurance business --- 
A. Ie@els 20 per cent of our insurance business. 

BY MR. VAUGHAN: 

Q. What is the rate of your rebate to your partici- 
pating policy holders? A. Twenty-five per cent for the 
last Pitty-five years. 

BY MR. ELDIOTT: 

Q@. What is the difference between payment on the 
participating premiums and similar cash premiums? 

A. On a close estimate I would say about 10 per cent. 


That is, a man who takes a mutual policy and receives a 
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dividend will probably pay a premium 10 per cent below 
what the cash policy holder would pay. 
BY MR. VAUGHAN: 

Q. That is 55 per cent altogether. As NOp. ne 
gets 10 per cent less to start with, and then he gets -- 
well, it id’moticexactly 35 per cent, but: .<-- A. In the 
initial stage the mutual policy holder pays more. 

GQ. He pays more? As Yes. 

Q- Ten per cent more, probably? A. It would be 
considerably more than that, because after he receives 
a0 per cent dividend, or whatever it is --- 

Q.- What would be the net difference? oe Ten pex 
cent, I would say. 

q. Then, one further question as to the point) of 
these companies acting as trustees. Do you see any dif- 
ference between those companies acting as trustees, and 
the banks, which hold very large deposits for their 
depositors, and are responsible for the investment and 
care oF Lunds? A. I dO in this sense, that there te 
a Dody Of people at the top of’a bank, in the form ae 
its shareholders, who are receiving profits from that 
banking organization. 

We Well, 1f there were not such high taxes: to pay, 
perhaps the depositors would get more benefit, too. 

A. They might; that is a question for the banking auth- 
orities to consider. 

Lene CUTTS Lost Cs i. (Le Lo mot? The rates have 
been cut down in tne banks, and taxation has been heavy. 
It is logical, is it not, that the depositors probably 
have suffered to some extent by high taxation? 

A. Quite true. 


Q.- I just wondered whether there was any very 
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distinct difference between the two, because I would say 
the banks are really trustees, to the same extent as the 
insurance companies. A. Certain types of insurance 


companies. 


The Commission adjourned at 12,35 pem. 
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The Commission resumed at er iby Deis 


Examination of Mr. McIntosh continued, 


BY MR, ROBERTSON: 

Q. There is Only one question I think Should be asked 
by me of Mr, McIntosh, to possibly clarify his answer, [In 
reply to a question by Mr, Parker, Mr, McIntosh, as to your 
company's position in regard to the imposition of the premium 
tax on gross or net premiums, what was your answer; do you re- 
member ? A, Was that a question by Mr. Parker or by one of 
the commissioners? I believe I stated at that time that it 
was my opinion that the tax should be on the basis of the 
Bross premiums, I feel that in considering that question in 
Die Tight. of 4liMnutpata ck’ t wae thinking strictly in terms 
of my own company at that time, but it makes so little dif- 
ference that I automatically said "grogs," Considering all 
the activities of the mutuals, I feel that the premium tax 
Should be imposed on the cost of the insurance to the assured, 
That would be, in the case of the majority of the mutuals, the 
8Poss premium which the assured paid, less his dividend which 
he was allowed, That would be the net cost to the assured, 

BY MR, PARKER: 

Q. May I just ask this one further question on that 
point. To clear that up, Mr. McIntosh, when you have a meeting 
of your members to elect directors -- you have directors, have 
you? A. Yes, | 

Q. The only persons who meet to elect the directors are 
the participating policy holders? A, That is true. 

Q. They have the entire control of the affairs of the 


company? A. That is right, 
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Q. And 90 per cent of your policy holders have nothing 

to do with it? A, That is right, sir, 
BY MR, HAM: 

Q. May I be permitted to ask you a question or two, 
Mr. McIntosh, or possibly more than that? Does the Gore 
Mutual belong to either the Independent Fire Insurance Con- 
ference or the Independent Automobile Conference? A, They 
oo peas hi ih 

Qs And in the membership of that conference there are 
mutuals and joint stock companies; is that not a fact? 

A. That is quite true, 

Q. You stated this morning that one of the competitive 
advantages you had was lower premium rates and lower rates of 
commission, Is that correct? A. I believe I said the com- 
petitive advantage was lower rates, and in some instances it 
naturally followed that the lower rates would bring about a 
lower commission, 

Q. Did you mean the commission percentage-wise, or in 
actual dollars? he, if Actual dollars, 

Q. Because I would refer you to the Blue Book, I am 
afraid I am in a worse position than Mr, Robertson, because 
I cannot even read the Roman numerals, but I think its von 
page 126, where it says that the Gore District rate of com- 
mission and brokerage, per cent of premiums written in all] 
colpanies, would be 25.46? A, That is true. 


Q 


ve 


That the average rate of commission for all companies, 
including the Gore, was 24.40 and 24.74; one figure is for 

1942 and the other is for 1941, Might I ask if you operate 
through a general agency anywhere in Canada? A. In“one 
province, 


Q. Which province is that? A. British Columbia, 
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Q. The rest of the business would flow through local 
agencies, so-called in the business? Agi, Twa. 

Q. Would you agree that a general agent operating for 
Q& province would receive a higher rate of commission than a 
local agent reporting direct to you? A. That has generally 
been considered so, as you know. 

Q. So that the rates of conmission disclosed there, with 
you having just one general agency where the commission rate 
is higher because of Supervisory service,is set off against a 
number of companies who might operate in three, four, five or 
seven or eight provinces on a general agency basis; and there- 
fore their commission level would be higher, for the Super- 
visory services, and would be reflected in those figures? 

A, Yes; but might I answer that question by pointing out that 
the figures which you speak of now do not reflect the true 
commission which is paid in the field to agents. In those 
figures you will find the question of re-insurance, and the 
rates of commission paid on re-insurance, as you well realize, 
include quite an item of COsh, *elewthahunob ac? 

Q. Re-insurance commission is included in those figures? 
A. Yes, I think you will find it in all cases, even in the 
case of the stock companies, 

Q.° That is the commission cost, as I read LES che 
rate of commission and brokerage, percentage of premiums 
written.” You claim that includes re-insurance commission? 

Ha pORs definitely, yes. 

Q. That can be dealt with in argument; it can be 
ascertained later, This morning Mr. Robertson made reference 
to the Wartime Prices and Trade Board, in regard to your 
brief, and suggested that the agency agreement might possibly 


be a violation of that. Do you, in dealing with your agent, 


13 p ; af : ae a ee tea - 7 
nr a, ; : Pee ya a eR ES 4 { j ’ yf Cy yr EW aw 


i pa thget SOMES Detar es teagge -ee 


an P vert orp a 
ae & 
oe 
; 
' P . 
ee: 
. 
; 5 
pines Be goa 
i 
ane 
j 
f ty 
Ey) 
ay 
+ 7 
' fe i) P er 
Ubi? 
Han - 
5 ea ae u 
iz si Pe ee 
ee eee Oe 
2 ee ae ants, rae 
i . ‘lal Re ie re, 
SR 
ene mee te | ae 
a * sey 
pecan ers 
; we a e ae 
a, Peres +” Priel . 
a 
be 4 ‘ CS 
' Ls, ® 
ee a 
ee’ | ey b3 ™ a e 
aye caf Lo Pe 
ri Pee aa ue 0 | 
: eat 2 8 “, a 
¢ “ ee 
MOE PR Re oo 
: 4 ele 
4 e ‘ on 
2 aan ¢. ae yo Sa 
s i. - 
a rig #3 tere 8 
Si aes | ahiciey Ti Be ge 
ie amet eye Z 
, 
é Ee ae 1 
A = ie ane 
’ 
ewe O a > 
. 2 a 7 
f ae 2 2 
ae aris se 
Vas 
Stes ee eee aes 
, 
: Ld I 
= Ve 
i oa Sy e 
“ ong = "3 
eq. d: 
; als 
ees : 
-% TD eS ds , 
: Mohs “FP uss at 
- o Ss 
, 
Pore , 
are tenes - = : 
ur 25 : ? Y * 
z j eee | 25 aots apes 
_ - 4 
eee aged? 
y a bree r 


—S om 


~6169- Mr, McIntosh 


consider him to be an employee? A. Definitely not. 

Q. He is an independent contractor, in your judgment ? 
A. Definitely. 

Q. In following the evidence this morning I am not quite 
clear whether you have two classes of policy holders, or three, 
You have an assessment policy holder? Oe) eames 

Q. Then you have a participating policy holder, Is that 
the same thing? A, That is the same thing. 

Q. It is the same; so there are really only two? 

A, “Yes, 

Q. Those on assessment get a dividend, and the others 
are non-participating, as you Suggest? A, TPs, 

Q. And I think you said this morning that only those on 
a participating basis have a right to vote at meetings? 
ne VEDRCY AS true . 

Q. So those on the assessment basis actually offer to 
the public a contract of insurance which may be purchased by 
the public generally, who are not members of the company. Is 
that correct? A. Would you repeat the question so I can 
follow it? 

Q@. Perhaps I will restate it in this fashion,” A won 
participating policy holder is not a member of the company? 
ma, “that is true, 

Q. Have you any idea how many members or assessment 
policy holders you have in round numbers? A. Sixteen 
hundred, 

Q. And what percentage of those members would attend 
an annual or general meeting, roughly? A. Roughly, 50 to 60, 

Q. Fifty or sixty individuals? A, I might explain 
that for your advantage, After the inception of the cash 


mutuals, including our own, their operations were chiefly 
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confined, for many years, to south Waterloo, soa great number 
of the original policy holders are still in that section, and 
they are quite anxious to see that we do not step out of line, 

Q. And can assessment policy holders vote by proxy? 
AwneOh,° yes, 

Q. They state who the proxy abs, bo, be:? The Pe. ts not 
any by-law which says any one individual shall be the proxy 
in the event of the member not attending? Mae, Tha tyts auite 
true. 

Q. The member designates his own proxy, if he so desires? 
m . Yes; 

Q. What notice is required of a general meeting? 

A. Notice of the annual meeting, or any meeting, must be 
Sent in writing to each member fifteen days in advance, 

Q. Prior to the meeting? hie Yeo, 

Q. From time to time you obtain new members, and from 
time to time you lose old members, so that your membership, 
even among the assessment policy holders, is somewhat fluctua - 
ting? diets iret, 

Q. And as membership depends upon the holding eoris 
policy, the right of cancellation of a policy can terminate 


membership, as such? Poi nae Aa hee, 


Q. With respect to business written, do you write 
business outside of Canada? A. We do, by way of reinsurance 
only. 

Q. And with respect to the business that you write, 


have you any conception -- you say in your brief you write 


‘16,000 farm risks, In the brief presented by the Ontario 


farm mutuals they say that in Ontario they write 140,000 


farm risks; and in all the provinces of Canada you write 


Something like 16,000. Have you any idea of what 16,000 
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farm risks would amount to in relation to the total, what 
ratio it bears to the farm insurance in Canada? ALLO 
mean our proportion? 

Q. Your proportion of the total farm business in 
Canada? 

MR. ROBERTSON: In all the cash mutuals, or just the 
Gore ? 

MR HAS AL} right; all the cash Mecue ls. LE wens: 
witness can tell me that. If not, he can tell me about the 
Gore, 

THE WITNESS: As a whole, 16,000 farms would constitute 
a very small part of the whole farming community of the 
country. 

BY MR, HAM: 

Q. It is not a substantial part of the farm risks of 
Canada ? Fear alto. 

Q@. In his argument this morning Mr, Robertson made 
reference to the marine business, and said that the companies 
which compete with you were in the marine business and, be- 
cause of the tax situation with respect to them, they were 
your competitors in the fire and casualty business and being 
free of taxes on marine business were in a better position to 
compete with you. Do you Support that statement? Ae PROM 
the information we can obtain from the Blue Book, I would say 
yes, that would be so, If it is not 30 it must be because 
there is information withheld from the superintendent's 
department. I do not mean to Suggest that any such informa- 
tion is withheld with any intent; I mean it does not appear 
in the Blue Book, 

Q. Do you suggest that all your joint stock competitors 


are in that position? A, Oy ee 2 0b a ycoay. 
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Q. You have not any idea how many of your joint stock 
competitors are engaged in the marine business and fall within 
the ambit of Mr. Robertson's Observations this morning? 

A, I would answer that Question by just saying that it is 
to our certain knowledge that there are stock companies in 
the marine business who are in competition with the mutuals, 

Q. But certainly not all ‘the stock companies? oe OE 
definitely not, 

ae Tt Gestated) inthe brief) Tithe on page 4, that 


it is an accepted fact that mutual rates have been consistently 


lower, and I think that point was emphasized by Mr. Robertson 


this morning. What facilities have you for knowing what the 
joint stock company rates are? A. Oh, we have no facilities 
for knowing those rates; but our proof that the statement is 
correct arises from the fact that mutual insurance has con- 
Sistently expanded, and more people are insuring in mutual 
companies; and there is no incentive for a person to insure 

in a mutual company other than the Guest 1On Of rate: 

Q. I think you said you belong to the Independent 
Automobile Conference? ALO We, dot 

Q. And some members of that conference are mutual and 
some are joint stock? A,  THAt 18 true, 

Q. Has that conference attempted to maintain rates 
amongst their members for automobile insurance? Ae a Wee 
answer that question in this way, Mr, Ham, That conference 
has attempted to stabilize the rates in the automobile in- 
Surance field, Before the inception of that conference the 
Canadian Underwriters Association was the only organization 
which had broad enough facilities to bring down any reasonable 
experience, and we took no exception to the Canadian Under- 


writers Association for having had that experience, That was 
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their business; but the independent companies who were ex- 
periencing much the same experience as Canadian Underwriters 
felt that in the interests of the public as well as the in- 
Surance companies there should be an association of ideas, 

But I want to point this out in the answer, that there is 

no understanding and no written agreement which binds any 
member of the Automobile Conference to retain any set of rates, 
The company is still permitted to give expression to what it 
considers to be an adequate rate in the case of automobile 
insurance, 

Q. AS I understand what you have said, in the Independent 
Automobile Conference there is no understanding with respect 
to the maintenance of a rate level on automobile business? 
ie chere is no written understanding, 

Q. But there may be an understanding? A, There may be 
a voluntary understanding. 

Q. The fact is that there is an understanding? 1 aia Be 
effect there is, 

Q. With respect to the automobile business, then, that 
statement does not quite stand, because if you live up to 
your obligations under that Conference you will charge the 
Same rate as the joint stock members of that Conforence? 

A. Not necessarily so. There is a differential agreed upon 
which some of the mutuals enjoy and take into account. Other 
mutuals deviate from that accepted rate by different percentages, 
There is no undertaking on the part of any company to strictly 
adhere to the rates brought down by the Independent Automobile 
Insurance Conference, In that connection I think Mr, Foot 
would be probably a better person to give you the information, 


because he is more closely connected with that organization. 
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MR. HAM: Then perhaps I will put a question to iyi) Foot 
with respect to that, 

MR. ROBERTSON: And I will put him in the box so you may 
0. S04 

BY MR, HAM: 

Q. And of course your policies, being ilke those of! the 
other companies, have a short date cancellation table and 
penalty? A et heat! te.arne: 

Os. DO you cali 16 «a penalty? There is an excess cost 
on short date cancellations? Ay) Vetoes true, 

Q@. In the event of that being charged against any policy 
holder, to whose profit or benefit would LU SUS re Oe an Pine 
policy holders, 

Q. To the policy holders? You have two classes of 
policy holders, Which class? Mate Both ay Tovone policy 
holder a portion of that saving would go in the form of a 
lower rate. The other, who is participating, will receive 
part of that saving in his dividend, 

Q. Let us take a non-participating policy holder, a 
member of the public, who insures with you. He carries his 
policy for one month, then cancels it. You will charge him 
something in excess of pro rata for one month? Ry Tes, 

Q. He is no longer a member. Who derives the benefit 
of that excess of cost over pro rata for the month? A, “Well, 
granting that there is a so-called profit, which I do not agree 
there is at all; granting there is a profit, that would be 
transferred to the general income of the company. 

Ove Bods wouldrtnure’ tocthe peherabiofrsce 2 Ay “Of* the 
policy holders, 

Q. And of course you have investments, and income from 


investments? Sew ve S37 BA, 
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Qeo (In your briefs sat the top of page 7, I wonder if 
you would explain the statement made there to me. ..L vefer 
to the second line: 

"= but in every calculation interest is an element in the 
determination of fire and casualty rates," 

Do you support that? 

MR. ROBERTSON: Let him read the context, 

THE WITNESS: I would prefer that you read the whole 
passage, 

BY. UR. HAM 

Q. The whole paragraph reads; 

"Indeed an analogous situation exists in respect of life 
insurance companies, They possess large investments from which 
they derive income. The investment tncome is an essential 
element in the determination of their rates, As the interest 
rate goes down the cost of insurance goes up, as has happened 
recently because of the current trend of interest rates to 
lower levels, Admittedly the principles of life underwriting 
are, of their very nature, on a more scientific basis than those 
of fire or casualty insurance but in every calculation interest 
is an element in the determination of fire and casualty rates," 

A, And you ask me if I subscribe to that? 

OsicWes? 4. Ave Rrom the standpoint. of: mutuad. insurance, 
yes, definitely; for the simple reason that the income which 
is derived from the investments is a part of the income, 

Q. If that is the fact, then how can your company belong 
to the Independent Automobile Insurance Conference? One com- 
pany may have reserves of $5,000,000 and write identically 
the same volume of business as another company with reserves 
of $1,000,000? Ay o¥es; (but I have already.told you that 
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our rates to those decided upon by the Independent Automobile 
Insurance Conference; and if you mention the Independent Fire 
Insurance Conference -~ did you mention it? 

Q. No; the Automobile Conference, Bee 80 Lt does. not 
interfere at all with the principle as we have enunciated it 
here, 

Q. Then you Simply make your own rate? Baw Phat. 1s 
true, 

Q. Having taken into consideration the interest from 
investments? A, Well, we must do that, because that is the 
basis of our operation, 

Q. With respect to the statement on page 8, where you 
set out the reserves in force in the fire insurance business, 
would it be possible for you to answer this, or perhaps 
Mr, Robertson might deal with ri I think it would be 
interesting if the Commission were Supplied with similar 
figures for the casualty and automobile business of the group. 
Would it be possible to obtain that? A. That would have to 
come up a8 unearned premium, You do not estimate net insurance 
in force in casualty and automobile insurance in the same way 
as you estimate the insurance in force in fire, insurance: 

Q. No; but those figures could be made available to the 
Commission? A. We must submit that to the Superintendent 
every year, 

Q. That would be available; and would you file the 
figures? Ae Definitely, if the Commission so wish, 

Q. Then may I refer for a second to the fact that there 
was an increase in automobile rates in the province of Quebec, 
due to experience,in which the Independent Automobile Assoc- 
dation and the Canadian Underwriters subscribed to the increase, 


between them; and such increases were advertised in the 
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province of Quebec. Did the Gore Subscribe to the cost of 
that advertisement? fe) i eOuld' oy. say, We do not 
operate in the province of Quebec, 

Q. Very well, that excludes that question, That is 
the one province in which you do not operate? AB NS. (STi. 


Q. In accepting re-insurance, do you limit your accept- 


ance of that re-insurance to mutual contracts, or do you accept 


it from joint stock companies if they offer it to you? A, We 
do our re-insurance by treaty re-insurance, 

Q. Yours? A. And acceptance as well; re-insurance 
is both assumed and ceded, 

Q. And have you any contracts with joint stock companies? 
A. We have, 

Q. Of course they are not members of your organization? 
ae 8Oao Ls quite true. 

Q. How is your rate of dividend arrived at, VO oO) TOwthe 
participating policy holders? A, It has been the policy of 
the board of directors in our company, who have complete 
authority as to what the dividend shall be -- it has been 
their policy for the last fifty-five to sixty years to 
Stabilize that dividend. That dividend has been stabilized 
at the rate of 25 per cent to the participating policy holders, 

Q. Is that 25 per cent applied to fire business and 
automobile business and casualty business generally, on is 
there a distinction as to the class written? A. The mutual 
insurance, in our own company, is confined entirely to fire 
insurance, 

Q. You just write fire insurance? A. Nos; we write 
all classes, but I say the mutual element. 

Q. The dividend only applies? fee Yes, 


Q. So it might not be out of the way to suggest that the 
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participating policy holders in the fire business ae as a 
group, in the automobile and casualty business? A. Would 
you repeat that? 

Q. That the policy holder members of the Gore Insurance 
Company, aS a group, are in business Selling casualty and 
automobile contracts to the public? A, Oh, 203) F-do ries 
Subscribe to that at all, It would be in effect the same as 
saying that a mutual policy holder in the Mutual Life is in 
business selling a policy of insurance to a non-participating 
policy holder, 

Q. .l' may subscribe to that myself, but I am asking you 
eo wnOot S| Tack that the- fire policy holders on the assess- 
ment plan, as a group, offer to the general public contracts 
of casualty and automobile insurance? Ae NO, Buty iiaea 
understand your question on that PoAnGe ttn bi ete set 1S 
Question of having one group who, by law, are accepting a 
liability. There is no question about that; and there is 
another group who, from the standpoint of law, certainly are 
not members of the company. 

Oa AP Coupee Jt 18 4 fact, Mr, Metntosh, 134% not, as 
you stated, that the policy holders in the automobile business 
are not and cannot be participating policy holders? A, That 
is true. 

Q. ‘So, then, they are not members of the company? 

A. They are holders of the mutual policies on a non- 
participating basis. 

Q. They can be policy holders, though? A. Oh, sure, 

Q. But not members of the company? A, That is true. 


Q. So they are members of the public? A, (That ia 


Q. With respect to the fire business, does the policy 
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holder who has had a loss participate in the adataonas 
,lrrespective of the loss? A, Quite true, 

Q. In sending out your notices for annual meetings, 
if I may revert to that for a moment, do you send out proxy 
forms to members when you send out the notice of the meeting? 
Ase That Teor i ent, 

Q. And is there any name Suggested on the proxy, as to 
who might have it? A. Quite frequently there is a letter 
accompanying it, designating the managing director --~ at that 
time there was a managing director, At the present time, 
with just a general manager, that letter would have-to con- 
tain the name of someone on the Beane. 

MR. HAM: That is all; thank you very much, 

BY MR. ARNASON: 

Q. Mr, McIntosh, with regard to the procedure which 
Mr, Ham was examining you about, I think you stated that 
about 60 of your members attended the annual meeting? 
hs, eS, Sir; 

yt ere 8 ae? Aes Yos air 

Q. Out of about 1,600? Me yes, sir, 

Q. I am going to ask you a question which may seem 
rather unusual from the standpoint of insurance procedure; 
but have your directors ever considered the possibility of 
amending the by-laws in order to allow your members to appoint 
delegates to your annual meeting, thus securing a wider 
representation? A, That matter has been considered and 
is being considered by our board. As far as the company as 
a whole is concerned, at the present time we are endeavouring 
to broaden that very basis, but we are so restricted by the 
Insurance Act in that regard that we cannot hurry that matter, 


Q. Do you mean to say that the Ontario Insurance Act 
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would tend to restrict the adoption of that policy? A, Yes, 
in so far as they require the premium note being signed; and 
we have found it extremely difficult -- T believe my friend 
Mr, Ham will substantiate me in this -- to get people, 
irrespective of what the protection is or the financial con- 
dition of the company, to Sign premium notes, 

Q. Another point. I wonder whether you would care to 
tell us some of the reasons why the non-participating policy 
holders are not given voting privileges? A. For the reason 
that they do not accept the liability which a mutual policy 
holder on our premium note accepts, He accepts a liability 
to the extent of five times the premium which he pays, whereas 
the cash policy holder accepts no such ltebl lity” Pray ie 
why, as defined in the statutes, the only person who can vote 
in the cash mutual company is a man or an insured who Signs 
a premium note, 

BY MR, McKENZIE: 

Q. Mr. McIntosh, I am particularly interested in the 
marine business in Canada. I understand that none of your 
companies write any marine insurance? A, THE Pe erte., Bis 

Q. Iam right about that, am I not? Ae X00 ape, 

Q. A moment ago you mentioned that you wrote all classes, 
but you do not include in that statement any marine under- 
writing? Rew (net Taso, 

Q. So your companies are in no way in competition with 
the marine underwriters? An” Thee Te noe aes 

Q. No? A. The Insurance COmpany of North America, 
for example -- 

Q. I am speaking now, Mr. McIntosh, of marine companies 
as such, and marine business as such. You are not in competi- 


tion with any marine underwriter as such? A, In the marine 
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business? That is true, 


\ 


Qauomo cpa far ras any marine rates are concerned, you 
have no interest? A OSTA pre otriye 

Q. In so far as any marine underwriter as Such is con- 
cerned, you have no interest in what taxes he might pay? 

Ae That sia trae, 

Q. And that would likewise apply with reference to any 
tax on marine premiums? Ao ene Oiia bee, 

Q. You have no interest in that ? A. No, 

Q@. Just on that particular point of the exemption from 
tax on marine premiums, under the Special War Revenue Act, 
you know as a matter of fact that marine premiums are exempt, 
do you not? het Phe ted a otene. 

Q. Do you know the reasons why they are exempt? A, No, 
AO NOG , 

Q. Then there is just one other point; and de te with 
reference to your submission contained on page 24 of your 
brief, where you suggest that it is inequitable that marine 
premiums do not pay any tax, With reference to marine under - 
writers and your business, that would not concern you ot 421, 
would it? A. JI would not answer that question in that way. 
I would answer it in this way. Man does not live by bread 
alone, and insurance companies do not live by the premiums 
which they derive from the fire insurance business alone. 
They live by the premiums they collect for all classes of 
business; and when any group of insurance companies, whether 
they be in fire insurance -- 

Q. I quite appreciate your point, but I do not want to 
take up the time of the Commission in that way. A. I just 
wanted to answer the question in a proper way. 


MR, ROBERTSON: Let him finish the answer, You may not 
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want him to do so, but I think he should be allowed to finish 
the answer he started to give. 

MR, McKENZIE: I quite agree, 

MR. ROBERTSON: Do not ride him out to the rail, in other 
words; let him finish on that point, 

BY THE CHAIRMAN: 

Q. Finish your answer, Mr, McIntosh, A, I have almost 
forgotten it. The point is this, that when an insurance com- 
pany 18 an insurance company, whether it writes fire, casualty, 
life or marine, the life of that company depends upon its in- 
come, That income may come from any classification; and if 
you want to apply taxation similar to the suggestions before 
the Commission at the present time, then it should not be 
possible for one insurer to make a profit on one classification 
and make a considerable underwriting loss on another classifi- 
cation, and permit the profit which he makes out of the marine 
insurance to carry his losses in the fire and casualty insurance 
That, I say, is where the effect of your marine underwriters 
is at odds with the casualty. 

BY MR, McKENZIE: 

Q. Would,you presume this situation, then, A marine 
underwriter does no other business. Would that situation con- 
cern your company in any way, with reference to taxation on 
that marine underwriting? A. In answering that question, 

I do not think it is a question before the Commission as to 
whether the, tax on that marine underwriter would affect our 
company at all. 

Q. It is merely a point you have raised in your Sub- 
mission? hari Definitely. 

Q. I quite agree that it is not a point properly before 


the Commission, Thank you. 
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BY MR, ROBERTSON: 

Q. Mr. McIntosh, Mr. Ham asked you as to your re-insurance 
policy, and I gathered by the tone of his voice that he thought 
he got you into trouble by your answer, that you insure with 
stock companies or that you associate with stock companies, 
Possibly you would tell the Commission why you associate with 
Stock companies in your re-insurance? Hy) “bb 6 Ot wie wae. 
gentlemen, to bring in any extraneous matter before the Com- 
mission, That is why I answered the question of Mr, Ham 
directly, that we do re-insure stock companies, As you know, 
in the fire insurance business the facilities of 168 companies 
operating in Canada are removed from the rest of the companies 
who are endeavouring to carry out their end of the insurance 
in this country. The re-insurance market is definitely limited; 
and in order to overcome the question of facilities which are 
offered to independent companies, our own company and a number 
of other companies have offered, to a limited degree, re- 


insurance facilities to companies who cannot find facilities 


for carrying on ordinary risks. 


Q. Where does the limitation come in? Just tell us 
why there is a limitation, by which I take it you mean your 
company, Gore, is excluded from getting re-insurance from 
168 companies? A. Oh, yes. 

QO, How about that exclusions is it enjoyed by other 
mutuals? Ay vow, une: Privilege) 1S enjoyed, , 

Q. But the exclusion; is it enjoyed by other mutuals? 
A. Yes, 

Q. And by other stock companies? Is the exclusion 
enjoyed by certain stock companies? | would say that 
the exclusion is enjoyed by certain stock companies of their 
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Q. And it is enjoyed by you, by the mutuals -- ? 
Sy JInvoluntearily. 
Q. Just explain that? 
BY THE CHAIRMAN: 
Q@. Is it enjoyed or suffered? As wwUrreved 33 che 
word, 
BY MR, ROBERTSON: 
Q. That was what I meant by using the word "enjoyed". 
A, The explanation of that is only that mutuals are not 
permitted to be associated in the Canadian Underwriters 
Association with the joint stock companies, I think for a 
Short time, up to 1925, it was possible; and I believe the 
Waterloo Mutual at that time was a member of the Canadian 
Underwriters, 
Q. But what happened to the Waterloo Mutual, in reference 
to the Canadian Underwriters Association? A. Theie resie= 
nation from the association was requested, 


Q. And that is one of the cash mutuals? gs) OSs 


WoW FOOT, 
General Manager, Economical 
Mutual Fire Insurance Company, 
Kitchener, Ont, 
having been duly sworn, 
TedguiT 1ed as follows: 
"eB aE x ates ahaltaal neat De eon e es 


BY MR. ROBERTSON: 
el LOUjave $Me, W. Wy Foot? Pie (aye g 
Q. And what is your association in the insurance 
business? A, Iam the general manager and secretary of 
the Economical Mutual Fire Insurance Company. 
Q. Which is one of the parties on whose behalf this 
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Q. Your head office is where? A, Kitchener, Ontario, 


Q. And you have been in business since when? A, Since 


Q. You are a cash mutual? A, We are a cash mutual. 

Q. You have the premium note end of the business? 
Hen YOs, | 

THE CHAIRMAN: Does he do business exactly as Mr, 
McIntosh does? You may abbreviate his evidence a LIGGLS:, 
perhaps, 

MR. ROBERTSON: Yes, I will. 

Q. You do business just the same as Mr, McIntosh does, 
Substantially? A. No. 

Q. Just explain the differences. A, The Gore District 
participating business is predicated upon a dividend, whereas 
in the case of the Economical Mutual the dividend is given 
in the first instance at a rate 20 per cent below the non- 
participating policy holder. There is a note but not a divi- 
dend at the end of the note, 

Q. Let me elaborate that in this way. There is no 
reason why you cannot pay a dividend? Ween Sie Wg try re) 

Q.' You can pay a dividend? A. Oh, yes. 

Q. But in actual practice you have premium note policy 
holders? Ae ea. | 

Q. And non-premium note policy holders; that is, cash 
policy holders? UP aam se ere temiegs a a 

Qe Your practice has been not to pay dividends? A, For 
about thirty years. 

Q. Will you please explain how you give back to your 
premium note policy holders the advantage, if any, over the 
cash policy holders? A. We consider the non-participating 


& 
premium in the first instance; and if the prospective 
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participating member qualifies as to Suitability of the: risk, 
I mean no undue hazards, and then if he is a morally good 
risk, by Signing his premium note he becomes a member of the 
company and gets his rate of premium at 20 per cent below the 
non-participating policy holder, 

Q. You have policies and applications? BS Ota cet 

Q. You have re-insurance? Ae b Yes 

Pe OU RAVve MON hee) sme ) MA thats or teibe 

Q. You have agents? Agen Ye a 

Qe You pay commissions? AM OYe 8 

Q@. And generally function, with the exception of the 
variations you have just mentioned, in a manner very closely 
Similar to that of Mr, McIntosh's company? A, Yes; and in 
quite spirited competition with them, 

Q. And in quite spirited competition with the stock 
companies? IES 8) e Wla'e ts PA 

Q. They are quite spirited, and you are competitors? 
ert tee, 

Q@. How do you deal with the excess of receipts, or the 
deficiency, over disbursements in a year? Please explain, 
let uS say, your underwriting gains and losses? Ae The 
total excess of income over outgo from all sources has been 
for many years transferred to the general reserves of the 


company, Lor the protection of policy holders, 


Q. What about your investment income; do you treat it --? 


A, AS part of the company's receipts; it is treated in that 
manner. 

Q. What about your rates of premium and cost of in- 
surance and commission paid to agents, in comparison with 
the stock companies? feet think 10 18 well: tolpear am mind 


that when the term "stock companies” is used, there are two 
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classes of them; those are the Canadian Underwriters Assoc- 
iation, which are governed by the rules and regulations of 
that association, and there are other independent stock com- 
panies who have perfect freedom of judgment in rates and com- 
missions and all matters relating to their business, 

In answer to your question I would say that with regard 
to the stock companies in the Canadian Underwriters Association, 
our rates are lower than theirs in practically every instance; 
and the few exceptions that would apply would be classes of 
risks, particularly fire risks, where in our judgment the 
rate charged by them is insufficient. There are not go many 
of those, I think I would tate say an unprotected flour mill, 
a chopping mill, as an example. Through recent reductions 
made by them, their rate level came below Ours, as faYr as we 
could ascertain in competition, and we did not feel inclined 
to go below their rates, because of our judgment on that type 
of risk. With regard to the rates of the independent stock 
companies -- | 

Q. What do you mean by "independent" companies? 

A. Oh, there are many of them, 

Q. What makes them independent? A. They are not 
members of the Canadian Underwriters Association, Through 
competition, and through judgment it can quite conceivably 
be that their rates in some instances are lower than Ours; 
but If would say on dwellings, schools, churches and such 
classes as that, we are at least-as low or lower, and in the 
mercantile business in many instances lower still,. 

BY MR, ELLIOTT: 
Q. That refers to the cash plan? Ae WER, aL, 
BY MR, ROBERTSON; 


Q. Could you say, generally speaking, that on unprotected 
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risks your rates are lower than those of the stock companies? 
A. By and large, yes. 

Q. You spelled it out by farms and villages and mer- 
cantile risks and so on; but by and large you can classify it 
as unprotected property? A. Yes, Incidentally,Mr.Robertson, 
it should be borne in mind, too, that when this word "unpro- 
tected" is used in insurance Sooninoimon that refers toa 
business without any protection whatsoever; that would be 
farms and the smallest of villages, Listening to the evidence 
here for the last few days, I think that when unprotected 
business is mentioned it should be borne in mind that there 
are semi-protected places, and places with varying degrees of 
protection that would not be similar at all to large cities 
with good fire departments, but that has been referred to 
casually, I think, as unprotected business, 

Q. What portion of your business is in that kind of 
risk? I do not want the exact percentage, but is it large 
or small; is it infinitesimal or practically the whole of 
your business? A. In the case of the Economical I would 
think that we would write a smaller portion of unprotected 
business than the three other cash mutuals, 

Q. What would you say from your experience and knowledge 
of cash mutuals, the other companies in addition to your own, 
about the volume of unprotected risk that they cover? A, TI 
think the companies combined would write more of the so-called 
unprotected business than they do of the protected, 

Q. What about their rates of commission? A. Our rates 
of commission, I think, in the smaller centres closely 
approximate the commissions paid by stock companies, In the 
jarger centres, cities like Toronto, or Montreal, or Hamilton, 


or Windsor, or Ottawa, I think the commissions we pay in those 
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centres would be lower on the average than those of the joint 
stock companies, 

Q. Do agents who act for you in any cases, or many 
cases, 4ct also for the stock companies? Pua Ey: Seek 
think in the majority of cases; nearly all. 

Q. I have here a circular letter which I received from 
you, sent out by the Ontario Insurance Agents! Association, 
or at least it is on their letterhead, Can you tell me where 
that came from? 

MR, MANN: Could we have a look at that before you 
introduce it? It may be irrelevant. 

MR, ROBERTSON: Certainly. 

MR, MANN: Having seen the letter, I have no objection 
GOdit. I dO not know anything about it. 

THE WITNESS: That was given to me by an agent in 
Kitchener, and I gave it to Mr. Robertson, 

BY MR. ROBERTSON: 

QO.) 2t,. nas. reverence to this inquiry? Ag) Ness 

MR, ROBERTSON : Phen Toledo Ghat, 

MR. MANN: That is a letter of the Agents! Association? 

MR, ROBERTSON: Yes. It is headed, "Ontario Insurance 
Agents! Association," and purports to be signed by some 
brfielal of the organization, 

Q. I mentioned this morning, in the presentation, the 
Competition in certain fields,at least I think’I did and if 
mii Nou... wish to do it now, Do you have competition in 
the accident and sickness insurance which you write, from 
the life insurance companies? A, Yes. We transact group 
life and accident insurance in direct competition with the 
life companies transacting the same class, 


Q,. What is that? A. 1 said we are in direct 
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competition in accident and sickness insurance, particularly 
with regard to group insurance of that class, with the life 
insurance companies operating in Canada. In that connection 
it might be interesting to make the observation that in that 
class of business, which is a-very Tinely priced class, we 
are assessed a premium tax of oS per gent. (Leu as Say we were 
in competition, as we frequently are, with the Metropolitan 
Life Insurance Company. That is a very large American mutual, 
On the same class of business in Canada they are taxed a pre- 
mium tax of 2 per cent, and no income or SxC@ss “prorits “tax 
to take up any slack. I think that is one case in point where 
there is an inequality in taxation against us that has not so 
far been mentioned in any of the briefs; 

BY MR, PARKER: 

Q. Mr, Foot, I am not quite clear in my Own mind where 
you draw the line between an unprotected risk and a protected 
risk? A. In insurance terminology an unprotected risk is one 
with no protection whatsoever, In these hearings this week 
different witnesses have referred to unprotected risks, which 
I think certainly includes business that has been written in 
other places with varying degrees of protection, 

Q. One witness may class a risk that is on the border 
line as a protected risk, whereas the next witness might call 
it an unprotected risk? A. There are five or six classes 
of protection, 

Q. I am talking about protected and unprotected; I am 
not talking about degrees of protection. I am getting down 
to the point where they are unprotected entirely, Is that 
what it means? A. Unprotected business in the insurance 


terminology is business without any protection whatever, 
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Q. Let me see if I can put it this way. Take a small 
village, where there is a water system,and hydrants, and hose 
avajllable to string to a fire in that village. One mile out 
or two miles out in the country, there is a farm risk, out- 
Side of the corporate body, which perhaps has no right to re- 
quest aid from the village fire department, Where do you 
draw the line? I believe in a great many cases, however, 
the fire departments will go outside their area to help put 
Sue acTinre, if vthey aresinvitea to do so? A. Yes; arrange- 
ments are made in that way. But I do not think most companies 
look upon that as a protected risk, 

Q. That is what I would like to get, some line of 
demarcation, -When you make the statement that the majority 
of your business is of the unprotected class, there is all 
the difference in the world as eee eer draw the line, 

18 there. not? Lia NOS s 

Q. Am I fair on this, Mr. Foot, that when a new policy 
is written in your company it can be either a participating 
policy or a non-participating policy, at the choice of. the 
applicant? xe etne> paso. 

Q. And if he chooses to become non-participating, he 
pays a cash premium of a certain amount? Ax, Ge 

Q@. Which is ordinarily the same as that of a stock 
company in the same locality? Be) URS Gs 

Q@. What is the difference? A. In the case of the 
stock companies of the Canadian Underwriters Association, I 
would say that in nearly all cases it would be cheaper, 

Q. The same risk and the same hazard? ay 4 YA@Gos. IS 
nearly all cases it would be cheaper. | 

Q. What eryen base that on? Why do you say that? I 


understood from the last witness that in his company the 
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non-participating premium was practically the same? A, It 
is.often practically the same as the joint stock companies 
who are not members of the Canadian Underwriters penetras: 
Q. Perhaps that is what he said; I may have misunderstood 
him, A. I think it was something along that line, 
Q. That is what you say, in any event? Bog NSS, 
Q. Then what is the difference between the stock 


company premium, that is the company who is a member of the 


Canadian Underwriters Association, and that of the rebel or 


n 


non-tariff member? A, That might run anywhere from 5 to 50 
per cent, depending upon their judgment. 
Qa (Hach Tellow goes on*hisvown?. «9 “Aycd Yessy 


Q. He can under-cut and underwrite as much as he likes? 


Q. That is the way it works? Ee aos 

Q. Then if he decides to become a participating member, 
which you say is purely a matter of choice on the part of the 
assured, he pays a cash payment of 20 per cent less than the 
other one; or does he give a premium for an amount 20 per cent 
less? A. He gives a premium note, 
, Q. He does not make any cash payment in advance? 
A, Yes, he does, 

Q. What does he do? He puts down how much cash? 
A, Could we take ; case? 


Oye T May sake PC cia this ways) We will saya 


premium for a period of three years, A man comes in and 


Says, "I want to pay my premium and be done with it." Let 
uS Say the premium is 80 cents per $100 for three years, so 
the premium will be $802? A. Say the premium is $25; it 
will be easier to compute. The cash premium in that case 


would be treated in this way under the mutual system, and 
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this is in the Economical Mutual Fire Insurance Company. He 
Signs a premium note for $100 payable -- 

Q. For $1002 Ae) ey) Tou tlie a. 

Q. A demand note? A, No, That is set Out in the 
Ontario act. It isa Statutory form, 

Q. Just tell me; is it a demand note or a time note? 

AS 1) Vs a> tithe hote. 

Q. Three years? A, Yes, Payable in cash on the 
first day, $20, 

Q. What is the first day? Ber Lhat Vs the waa te ioe 
the policy. In the second year another $20. is payable; in 
the third year a third $20 is payable. Then if at the end of 
the three-year term there is no demand made upon him, his note 
is returned to him, The unearned portion of the note would 
amount to $40, 

Q. If no further assessment is required he is returned 
the $40? A. The residue of the note, amounting to $40, 

Q. The balance of the note iS cancelled and the note 
is surrendered? mew Yeo's 

Q. And you have collected $602? A. Yes, 

Q. Whereas from the other man who took a three-year 
policy straight, you would have collected how mueh? -A, TI 
thought you meant that this was an annual proposition, He 
would have paid $75 against $60, 

Q. No; I took the three-year term, A, I see the 
difficulty there. Mutual business is all three years, 

Q. That is what I thought; and there is a good deal of 
Stock business on the three-year hasis? Ae | Yeo, 

Q. Then let us start again, Take it My way this time; 
perhaps I can understand it better. A man comes in, and he 


has his choice of paying a three-year premium. I suggested 
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an amount of $80, but you said it would work out bettor if 
you took an amount of $25, A, Take the $80, 

Q. Will that worr OuG just as welbe De Yes, 

Q. That is his three-year premium? A. Yes, 

Q. The other man says, "I do not want a non-participating 
policy; I. want a participating policy." What does he do? 
It is the same hazard, the same risk, A. He gives a premium 
note for $320, 

Q. A three-year note? Aten Were, 

Q. He pays how much immediately in cash? A, NOL vam 
wrong. He gives a note for $106.65, 

Q. Payable in three years? hs.) Yes, 

Q. Without interest,..op with ce ea aats A. Without 
interest, 

- He immediately pays an amount of how much? A, $21,33, 

Q.hend at. the beginning of the second year he would pay 
another? $21.55. Ay. Yaa, 

Q. And the same for the third year? Ay Seay 

Qe) that) dea, totai.of SegeSOy If everything has gone 
along in normal fashion, with an average number of losses and 
ail that sortof rhing,, his: note, wiki he surrendered at the 
end of the term? A. hat-is\nieht, 

Q. And he will have paid $63.99, while the other man 
would have paid $802 Ae ayes, 

Q. What else does this man get? Does he get some of 
that repaid to him later on by way of a dividend, some of 
that $63.99? A. He has not, for the last thirty years. No, 

ae Aebevioue. towthat he did?" - 2. Previous to that he 
did. | 

Q. What has become, during the last thirty years, of 


those amounts which up to that time were being paid back to 
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these policy holders? What has been done with them? a. They 
are held in the general reserve of the company. 

Q. The general reserve has been going up and up? 

Aa SURSe bericht, 

Q. Until it is now very Substantial, I suppose? A, Yes, 

Q. I8 there any limit to it, as to what you can build 
that up into? A. That would be a matter of company policy, 
I think, 

Q. They have not reached the saturation point yet, in 
PRYeCS88? « As) sL.do..not. think they have, 

Q. What amount do they have in proportion to the amount 
of insurance carried? (Can you tell me that approximately? 
What is the amount of their general reserve in comparison with 
the insurance carried? perhaps it is in the table, Are those 
the figures on page 8? A. Yes, The general reserve is 
$2,940,246, 

Q. Is there any objective set by the ara as to what 
that shall be built up to before you will start repaying some - 
thing to the participating members? A, The formula .on which 
that has been built up through the years is the permissive one 
Outlined on the previous page of the Ontario. Insurance Act, 

Het thatwis, your policy, is to go along with that? 
esi athat ds.right. 

Q. The accountant points out to me that from the state- 
ment your surplus is between a half and three-quarters of a 
Million dollars now in excess of the maximum required by the 
act. Is that correct? A. Oh, yes. That does not take into 
account liabilities that the company might be faced with in 
respect to automobile and the majority of casualty lines, 

In the case of the Economical we have a liability in western 


Ontario, in five adjoining counties there, under windstorm 
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insurance on farm property, and this windstorm hazard is not 

to be confused with the type of windstorm that is included in 
the so-called Supplementary contract of fire insurance which 

is applicable to town anda city properties, 

i guess Dam not disclosing any company secrets when I 
say that hazard is one that has Siven us some consideration, 
PMerS Mis 25-486 calling out. "the: fire Del gade Pies windstorm, 
of very severe proportions, confronts you. We have tried to 
study the meteorological data of that area with regard to the 
prevalence of windstorms there, Last year a very heavy one 
hit the county of Middlesex, and we are in doubt to some ex- 
tent as to the probable losses we may Pais in that class in 
that relatively small area, [I have not the figures as to the 
liability for 1944, but at the end of 1943 under windstorm 
it was $3,500,000, Premiums have gone up very Substantially 
in one year, due to the withdrawal of certain companies from 
writing that class. This is only one case, but I would say 
that our liabilities,at a guess, in that area must be approach- 
ing $5,000,000 at the present time. 

Q. I wonder what all that adds up to? You still have 
this reserve of up to three-quarters of a million dollars in 
excess of the statutory requirements? A. In excess of the 
Statutory requirements with regard to fire insurance 0 ve a ge 
but not with respect to other classes, 

Q. But you are taking off the man who is carrying fire 
insurance; you are building up some of his money into a re- 
Serve to help you carry on automobile and windstorm and the 
other casualty hazards? A, I Suppose that is true. 

Q. Just one other thing. Perhaps this is not very much 
to the point, but in the case of a great catastrophe, a great 


conflagration, when you would be hard hit, your reserves are 
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the only thing you have to draw upon? A, That is right; 
and the premium notes, 

Q. That is, those that have not yet been sa neditdas the 
ones outstanding? Asi Nea! 

Q. And the participating policy holder has hig liability 
limited to the extent of that note? eet SD EG) hoes 

Q. In other words he is in exactly the same position 
as the man who has bought shares in a company, to take your 
figures, amounting to $106.55, but who has paid up only 
$63.99. On winding up or insolvency, he is called upon to 
Pay up the) balance. of: his stock, to help meet the liabilities 
OL the company. That is the way that works, and that is the 
way this participating policy holder would work, Right? 

A, I would like to answer that question right away -- 

| Q. Then what is the real difference between the two of 
them, in essence? I do not care what label you put on Lb 
but in substance what is the difference? A. I would be 
glad to make a later statement on that, if it were possible 
to do so, after I have given it some thought. 

Q. At the moment you cannot see any difference? 

A, It is an analogy that I have not studied. 

MR, ROBERTSON: Are you not asking him, Mr, Parker, 
really to answer what in essence becomes a legal proposition? 
You are asking a layman to interpret the Significance of the 
winding up of a company, and all the things that go into the 
liquidator's proceedings, I think you are. 

MR, PARKER: You think that is a question of law? 

MR, ROBERTSON: I think it is a question of law. TI have 
not any serious objection to the witness answering it, but he 
says he wants to think about it. 


THE CHAIRMAN: I think he is entitled to do that, 
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MR. ROBERTSON: Do not misunderstand me; I have no 
Objection to his answering it, but the witness says here is 
Something he does not just understand what he is getting into, 
and he would like to think about Lt 

MR. PARKER: The record will show what he says, and I 
Will not press it beyond this, 

Q. The expression was used CeCe) Glyn comparing one 
with the other that the mutual company was assimilated to an 
ordinary company. Would that convey anything to you? 

A,’ I have heard that, 

Q. Does it mean anything to you, as an insurance man? 

A. I think there is a great deal of Similarity in operation 
in classes of business written and contracts, and so on, 

Q. And @ great deal of Similarity in respect of the 
eimited liability of ‘the participating policy holder, and a 
great similarity between his position and that of a shareholder 
who has subscribed for more capital than he has fully paid up? 
A, With regard to his jiability, yes. With regard to the 


Service he gets and the protection he ge03,; perhaps 10, 
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Q. That may be quite true. I think the last witness 
Said that in his opinion about 10 per cent of their total 
insurance was participating and 90 per cent was non- 
participating; can you tell us what your fraction would 
be? Au iL Cannot .21lve.,it.offhand, 

Q. Not to the dollar, but roughly? A. I cannot 
give the premium or risk figures. TI can get it, but --- 
OQ» Would 1t be three to one, or fifty. to one? 

a. We have about 2,000 participating policy holders. 

Q. Ido not care about that; what about the dollar 
value of insurance? A 1. have not, got that ficure, but 
J can got it. 

Q. Can you not tell me whether’'it is roughly 2 and 1 
Pre Bn 1 Ot 4 end LOOP lO uand 19 As Taweuld say iit 
48 certainly more than 3 or 4 and 1, 

Q. Just give us your approximation; that is all TI 
want. A. JI would guess about 10 and l. 

Q. About the same as the other one was. A. About 
that. 

.@. And from your knowledge the other two in the 
group would be about the same? A. Yes, approximately 
the same. 

Q- You referred to the qualifications required to 
become a participating policy holder. What are the 
qualifications? What must a man be before you will take 
a as a participating policy holder? A. What [ would 
call a standard risk. 

Q.. It, does not depend upon his politics or his 
religion, I take it? A. No, nothing like that. 

Q@. Then, upon what does it depend? hea a) ee 
Say that I am sure we would be only too glad to have any- 


body in this room as a participating policy holder. 
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Q- I am sure you would. In the main, what is the 
meaning of that qualification? A« The risk must stand 
inspection, the ordinary normal standard of inspection. 
That is to say, if there are glaring hazards in 14 ane. 
those cannot be corrected,we will not accept thevrisgk. 
For that matter, we would not accept it on either plan, 

Q- dhat 18 just the, point I am coming to. 

&. And if a man has a good moral reputation. 

Q- If he has a bad fire record you do not want him 
under cither class? Wet, COrreatut, 

Q- I want to know what he can do to get in as a 
non-participating policy holder if he is not good enough 
to come in under the other class? A. He las complete 
choice. There is one standard policy; Mr. Robertson has 
a copy of it, I believe. 

Q. I have heard you use the word "qualification", 

[I am now asking you if you make a distinction between the 
qualifications of a participating holder and a non- 
participating holder? Ao NOB mone ve.b) aie, 

Os Kou do not make any distinction. A. No, not 
ee Sis, 

Q- You have also said that all the questions I 
asked Mr. McIntosh about the employment of agents, and 
agents acting for both mutual and joint stock companies -- 
the same agents represent both? A. Yes. Che Same types 
of agent. 

Q. Has your company, ever since its organization, 
been writing both types of policy, or has it been limited 
to the premium note? A. It started off on the premium 
note plan only. 

Q.) Only? A. Yes. Then, seven or eight years 
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Q- About 1871, did you say? A. Yes; then, close 
to 1880 the company was confronted with a very heavy 
assessment on its members, due to the fire experience at 
that time, and took advantage of the permissive section 


of the Ontario Act to transact business on the cash plan 
as well. 

2+ lt was not a case of. compulsion? A. No. 

Qs It was purely a matter of choice? x. 6 6YeS". 


They went on for some years and for the further advantage 
of the mutual policy holders, participating policy hold- 
ers, they paid a dividend, in addition to the reduction 
which they got in the manner you have just described. 
That continued until 1903, the year of the Toronto Tire, 
when the company was practically wiped out. It had only 
$50,000 of cash and assets left. From that time on the 
dividend policy was restricted, and reduced from the 
former figure, until it became so small that the mechanics 
of returning the dividend to the mutual policy holders 
outweighed much of the advantage that the company got out 
of it. The directors at that time concluded that it 
would be better to give the lower rate in the first 
instance, and that policy has been pursued. TI believe 

it might have been changed some years ago, except, for 

the entry into the field of the dividend paying mutuals 
_from the United States. In competition with them there 
were many instances where we were asked to protect 
business we already had written and held, and to quote 

a net rate as against them which would be the equivalent 
of their gross rate, less the dividend. And in the 
Opinion of the. company, in later years it was felt that 
they could not continue to pay at 30 per cent, as per- 
formed by those companies; and they have since continued 


to try to give the mutual policy holders a low rate in 
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the first instance. How long that will continue is not 
TOY me to say. 

Q- Can we sum it up in this way, that your experi- 
ence at the time of the fire led the company to believe 
that it was not a safe and practical method of carrying 
on business, and you had to adopt’ some other method of 
keeping the reserve up to what Would) De Sate; is that 
fair’ a, “183 4h 2 general way that is correct, 


Q. You never paid any income tax in recent years? 


Q. You have never been assessed? Ae TNO, newer 


Q@. Did you ever make a return? foe ih doar 

Q. Have you made returns right up to date? 
me! EVery yoar a nil returm. 

Q. You go through the motions, so to speak, and file 


a return, simply to report any income; and that has been 


ere 3nd OL 1b eA LCR s 
Q- Do you do foreign business, as well? A ovcalitee 
none. 


Q. Do you know about the other two? By tine 
Waterloo and Perth do no foreign business whatsoever. 

Q- You pay the premium tax. Aw” THPSS. Der + cent. 

Q.- On what do you pay 3 per cent? Ai We pay 
5 per cent on the premiums written in a year. 

Q. Let us get that carefully, To begin with, fT 
wake it it is 3 per cent on what we will call non- 
participating premiums? Ae NO; Of all premiume » 


ie? Take them one at 4a bime. “Tet us take ‘first the 


@ 


non—participating, and as an example we will refer to th 
one mentioned a minute ago, where the man pays $80. [I 


understand he pays 3 per cent on the: $80? As Yoo, he 
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pays 3 per cent of $80. 
Q. On what portion of the premium note do you pay the 
o per cent? A. What was the instalment? 

is. 9 DeWAS hele So. A. We would pay 3 per cent 
On gel.5d, cach year. 

Q. When a man pays $80 three years in advance, you 
pay 2b all in. the, ysar, in which it is written? Decay Cia, 
a.1 in the year 1t 416 written. 

om ro in addition to those two items, you pay 3 
per cent on what else? Aik Ou Bw iG Le sees Vor business 
written by the company. 

Ove hetepakes in sil olasses .of, business? Wa Aor 
fire; oasualty, automobile, and. é6verything else. 


Qe DoO'you pay 3 per.cent on your investment income? 


Oy  Yousdoinol, pay anyihbing ony that? Bie MO 

ta Tey iWwase Mai sed Within the last, couple of years, 
was it not? Dev wrie Prem Lax, CO vou mean? 

Dae pp Yess he tbe leyed With US The ssame ae tt Yad 
been before. We paid 2 per cent to the provinces in, the 
case of --- 

Q. i Was coming to that; prior to the Dominion- 
Provincia. seresment you were paying 1 per cent on those 
Same items? A. To the Dominion Government. 

O. Ando) per cent calculated in the Same way. 
ai LOSe 
Q. To the Provincial Government. Rab Dy eS4 hb O 
the various provinces. 

Qs dn which you do business. Aa) TOS. 

MR. MANN: It worked out at a small fraction more 


than that. 


: a ) 
ait 


pense oe Sea i. 


Ly 
aya ee 
Cae 
a Lae poe iy 


\f ; i 


a) 7 2 
aN tia 


. ig 


ee on 5 t ; % 
Si ie Maes cers on : 7 
fe eet. Pro geanre : Ae) RN HF a Pi : 
~ 7) : a kaa ih ae ; 
, ae aa. rs | AM hy conve é 
3 Pe aa he 
ae 
re. es 
t 2 Pi ng 
rr: ; pan 
i By - es Mra 
| & anaes nS tt 
te CUES Eri i ie ae 


ae eee } fen 6 die 3 


Pa 
ae soap at busy cam 


yee 
a tactlag Goth ie.) ae 
‘ a3 
i 
iA. ay 
Nay Pre a gee er 
pe sf Na ae cepa) 
: y 
t TEE eS eno es 
4 ae hs a hive rn of q 
- Hy fe eae J tr + 
ae ape 
, 
ee f 
+ fae. . 
PI ra 
: % 
Sead 7 ; 
satire i) bf * Datta ‘ 1 
Lea m3 ; ~ , 
le 1 i 
= F : oe: i 
MS £ vt + u : 
no oe ne » 
: eo xe oe 
0 2 nit ete 7) ¥ 
; 6 ae 
. i - ‘ 
= , “ 
i 
ods : 
4 ‘ z “4 i x 
4) 2 “s 
mn : 
+ ees. ate ae | 
2 Sura é : = ; 
pe - ry S$. + [) rv = 
co Oar 
or 
He AF ous a. A , 
Sa 2 ary e pes 
ae e 7 “ { 
by ote 5 ae 2 Sh 3 | A 
; eB, ; rae 
e ¢ A 
ee Cae rey oe et #3 , 
* P | tet Wiser fi 
7 poe ay he 
=h 
4 ve tn 7 
an 7 
* a ’ Rog ¢ : - -% r 
402 pp ot thee : - + 
FI ; Laer 
7 < fay 
od ts 
i Lae Pd seit oy 
: a i Rat Ae oe alg 4, 
- hie ~ 
ae fe aa cd 
ks aes Cie ees Oy cee is 4 i ‘ a cs ie 
. Pie ey ate wet Ae. sy <i 
" 1 oo Sree we 2 7 hee ies 5") "~ r% a vi + Ta Y 
i. ’ . te / ah i . bi 
POY SGT Se Sea Le ae i 
’ ey th hie . 4 aX i , 
: a ‘ a ie 
3 : Veal ie ak i 
—— S ‘ a ve ib a Ra 
. ik . . od 
- a nana 
, : "> 
‘ rt : j - P 
.- 
' . 
- 4 
r i. 


-6204-= Mas COL 


BY MR. PARKER: 

Qe) FOr Sian a ath cbt purposes, it was 2 per cent, on 
the average? Ai o Yess 

Q. And, under the provisions of the agreement the 
provinces surrendered that, and the Poderas tax was placed 
at a straight 3 per cent. A. That is correct; we still, 
of course, pay the fire marshal tax to the provinces. 

Q- yl, am talking: only about the premium tax. wow ou 
know whether that applies in the same way to the other 
four companies? fs! cet Din ee, 

Q. What you have said as to the basis of calculation 
of the rate applies to all four cash mutuals? ASO TRO 
not know about the Gore. Mr. McIntosh could answer that 
for himself. 

BY MR. ROBERTSON; 

~» There is one question I think [I should clear up 
ac this time, just to keep-the record straight. In 
answering Mr. Parker you made certain statements with 
respect to similarity. To put it as he put it,he asked 
about the similarity between stock companies and your 
company. There was some discussion as to the Similari ty 
of operation, and then he went into the other Tielavor 
stockholders and policy holders. wWoula you please tell 
the Commission how far you can gO in connection with that 
matter of similarities? What are they’ Be (Wels 
there is a similarity in the method of acquiring the 
business. There is some Similarity with regard to the 
underwriting, althcugh many companies have rates and 
rules provided to them by their organizations, whereas 
we have to provide our own. There would be similarity 
in the method of accounting, and in the method of re- 


imbursing the agents by way of commission. I do not say 
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this in any critical way of any other insurer, but simil- 
arity in settlement of losses exists. Until we lost so 
much of our staff on account of the war we tried Soot ar 
as possible to settle our losses by means of our own com- 
pany adjustors. That would not apply, of course, if we 
were writing a risk in Vancouver, because we have not Zot. 
a man out there. But wherever the loss can be reached, 
either from the branch office or the head office, we have 
made every attempt to settle our losses through adjust- 
ments made by our own men. There is this to remember, 
sna vve anonot \the cOmpany. ~T merely work for the com 
pany, and carry out the provisions and directions issued 
by the board of directors. Does that answer your ques- 
tion? 

BY MR. PARKER; 

Q- Your managerial duties are much the same ag 
those of the manager of a joint stock company? et VE 
think they are much more CErroow ree "a iy" 

BY MR. HAM: 

Q. You made the statement, one which is absolutely 
correct, that the commission rates Closely approximated 
those of the joint stock companies in rural areas, and 
were lower in the bigger centres; is that correct? 

A. Yes. 
4 


Y, @ 


.—] 


May I direct your attenticn to the blue book 
which shows the commissions right across canada for your 
company as 26.38? A. In what class of business is 
that? 

aa ire. A. din all Canada? 
Q- «and it shows the average for all Canadian con- 
panies, including your own, as 24.85. You are No.22 in 


the column. Ae Yos, the figures are 24.85 and 26.38, 
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I can understand that. 

Q. hen, would you explain it? Can you reconcile it? 
A. Yes. The average of all companies operating is 
brought down by many companies which would pay a very much 
lower commission on renewal business than would be paid by 
the stock companies in operation, where they pay practi- 
cally the same commission every year. 

Q- Can you suggest the name of any company on the 
list which would operate on that basis? pate force aly i 
think there are some and then, again, those figures are 
the result of applying the net commissions paid in the 
companiest ledgers as against the premiums written for 
that class in the same year. And through the operations 
of a company all re~insurance commission and all other 
adjustments on commissions flow to produce the final figure. 

oy Ss Thet eitects one) company, by and: laree) asiit 
affects another? A. I do not know how it affects the 
other, but I have had that point raised before; and, 
regardiess of what figure is there, I would still say 
that in the larger cities we-pay less commission on the 
average than the board companies. And in the rural 
areas and smaller. cities we pay pretty much the same. 

Q- Do you write through general agencies in any 
province? A. We used to, and that would tend to put 
CY Tires. Up. 

QO. , Diduyou for 19427 A. In 1942 in the province 
of Quebec we did substantial business through a general 
agency, which was discontinued as of the first of this 
Vear. 


Q- I might pursue the inquiry in respect to the 


_independent fire insurance conference and the independent 


automobile conference. The Economical belongs to both 
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those conferences? AY “Yes, we bélone to both. 

Q.- And does it happen that you hold an executive 
Offi0e 1n Sither om. in both? Aa NOR, 1 ann Chairman 
for Ontario for’ the firs -eonterence. | 

Q. Taking first the independent fire insurance con- 
Toren es, has it considered Or PUL Lnto practice the icon= 
trol of rates among its members? Be BO RO (Cat CRS 

QO." They do not discuss rates at ail? A.) hey 
have discussed rates, yes. They have tried to collate 
information which would bring about certain information 
with respect to what was being done in independent com- 
panies with regard to rates. That information is now in 
process of being compiled; it is not complete, and I 
have not seen it yet. But it arose from the fact that 
frequently one independent company would be found writing 
at rates which upset the construction of rates as used by 
practically every other company. And it is a question 
as to whether that one company was right or whether the 
others were right. We have no organization such as you 
have to keep track of the experience of our members, and 
woe-dare - SubjeEcL’ to no such’ control 

Q. You appreciate that I do not deprecate that 
objective at all? Aw No, I understend that, 

Q. Has the conference considered the promulgating 
of uniform forms? Ax Wee, 

Q. And what about the automobile conference; what 
about the agreement on rates there? A! “DP Si not on 
the executive of the automobile conference, but one of 
our officials is, and I have discussed the matter fre- 
quently with him. That conference has considered the 
question of automobile rates in the last number of 


years, and the members of the conference meet and 


he oe 
een 
1 


ane i ba mn ‘ 7 " 


" 


i 4 hed hae tn Mal 


5 . i 
“a + oD te ee! 4 
“4 ay. id a4 : ait ; 


“ee oak - 
no i 14, a a 
: / 7! : 


-~6208- Mr. FOOt 


consider the rates and the experience in automobile insur- 
ance reported by all companies. 
BY THE CHATRMAN: 

Q@. You mean the Canadian underwriters? Ae YeS. 

MR. PaRKER: Probably he means that they consider 
them too high. 

THE WITNESS: They consider those rates. It should 
be borne in mind, in connection with automobile insurance, 
that every company is required to report its statistics 
and every branch of its business to the reporting bureau, 
which is set up with the government's blessing. Those 
figures are available to everyone who writes automobile 
business, and they are available to anyone who wishes to 
see them.. The automobile conference consideres the 
experience of automobile insurance in all the different 
provinces by iclass: of risky tand by form =-— P.Ley oP we. 
fire and (theft, and they see if it is possible to reach 
any form or any plan of uniformity with regard to rates 
over a given period. If, in our. judgment, we think that 
the suggested rate level of the conference is fair for 
Mab eri sk ave Mave Larperrect Tieht tbo subseriivel to 1b. 
And if we do not agree with their decisions, or if we do 
not think that the decision of the majority of the-con- 
ference is correct, we do not abide by the rates adopted 
by them. 

BY MR. HAM: 

Q- You would not suggest that in carrving out that 
plan there was anything monopolistic in it, would you? 
A. What does monopolistic mean? 

G20 Weil, (E amquoting from your brief: . Would ant 
consider that in carrying out the plan as set out in 


the automobile conference there would be anything 
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monopoLlisti¢e “init? A. With my own conception of the 
meaning of the word *monopolistic" I would say that there 
is nothing monopolistic about it at all. It igs just an 
exchange of information to see what adequate rate can be 
set, in the interests of the public, and in the interests 
of cost of acquisition and of rate making. If it were 
a monopoly, then I could not withdraw from any arrange- 
ment, but with regard to my given word to abide by the 
rates agreed upon for the present year, T can withdraw 
tomorrow, if I choose to do so. So I do not think it 
is monopolistic, as I would understand that word. 

MR. PARKER: My learned friend suggests it should 
Oe a Study ‘eroup,) possibly. 

BY MR. HAM: 

eo Gam youre p: me in your capacity aS ey Oli acer 
of the independent fire insurance conference, and tell 
Me Ll eenyw eo art oor. tine American Mutual Alliance members 
are members? Are all or some of them members? 
As Some are, 

Q.- You do not know whether all of them are, but 
you do know that some are? A's | Yes.’ SOMES are. 


Q- Some of them are members of that conference? 


DEN MR fu OTE: 

Q- In the past few years has your company departed 
much from the suggested rates of the conference, in either 
field? Ae “THE re are nO sugpested rates: in Cires~ tn 
respect of automobile, I think the suggested rates have 
been in force -- and if I am wrong I ‘should like to be 
corrected.-- for four or five years. The autcmobile 
conference has probably been in existence for about 


seven years. Prior to that time there was no attempt 
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to study rates other than in a casual way. Automobile 
insurance is one of the most difficult businesses to be 
found, and yet at the same time it is one of the Simplest, 
because the form used by every company ‘writing that 
class of insurance is identical. It be aera tatory ao mn: 
Consequently, it can be determined quite accurately 
whether, on. the average, the companies are charging too 
much or too little for the various classes of risk, 

BY THE CHAIRMAN: 

Q. Your company has not disagreed, to any substan- 
tial extent, with the independent automobile conference? 
i. Our judgment was that it was a pretty fair level, and 
that level would be, on an average, perhaps 8 or 9 per 
cent below the rates charged by the Canadian Underwriters 
Association company. 

POM. BLULOTT: 

Does your company retain the Pieht to eanees) a 
bo of insurance? hes 6 ORigs VOR. 
ean aeteda trie of ali contracts written on the 
cash plan, as well as the participating plan policies? 
Few LG rae a is true of the business written on the 
non-participating plan. But I do not think I have ever 
had that point raised with regard to thse other plan. 

MR. MANN: It is statutory, I believe. 

JHE MOINESS ss: I think that, is right, yes. 

DY MR. RLELOTT: 

Q The policy will be the same in that respect. 
A. Yes, I think so, but I have not had that point raised 
before. 

Q- So that you have not, in fact, in your experi- 
ence terminated a policy with a contract’ holder on the 


participating plan? A. I cannot remember an instance 


SIP Coarse 


een Rah 


hak are 


eee ek pane: eae ae hens " 2 
on Wes. ON hae cay, Pee \ 


Deh ae 


vat — aed — 
44 Speer es ary diese = = tees 


Pee : PAPO PU cs eae 
F 8b ite Sopp ick oe oko a 
a ihew 2 i ae i 

me ee kee ea : fe 


Me 


ees ve vse sah . 


5 . 
les oe Bey 


Li ihe, 4 ie pkg ‘naa Sa 


oe 
ko 
‘ 

r 

a 
bates 
“Gi Ahad 
on 
se 

bes s 


p Gs ee ae Posy ee ts 

nein twa eerie Oar) 0 ; Petite 

a Os aan 

awe \, CSAC Sab Seer 
3 oe 5 aed hy : ; 
eee Re ey, pee ne i ‘ 
5 ran cae! Oey, oat, ich ie: cick Lo o ie 
es 2 as ets eh; ate q an eS 


Y i es 


| 


4 st : Ge ere gas WLI eR a aaa ee 7 ee Me ay 
bis i py wees rr a eae By ay 2a ig frye Ds feats 
oe Reon Dae hoe < ‘Se . 
aah ee ; eS, gol Se ete ar he i 


ashen OTE y Shs lie abe a a ar 
ve ; | a (ny, 2 Sarhyeaa! 
: gat © Ys 


re if ein X RRR 
ve oer aa Kye oy hs > fob j aa ; 1 Vege , ‘= ; nee 
‘ ' a : ie m ] , 3 o # "= ee as == J 4 . i J 


er es aay * 
aa 4 Le, ae . f . 5 a SES « J . 
A. ‘ 4 ms . es 2 
a =n Pe ee i +o ae cs tee » » ae ) Ses ee : 
C oe nce Sesh eesti ae i 
ayo : were a : f 
; ‘ Ph sy b 
- 4 OES Get a CLE Ged Moa fetihy We : 
i a Se es pe seas, af eae nat ' 4 . 
: 7 z =. t,o ¥ I 
' a ris a * A | 
: 4 ey ; 7a 
hy f ; 
> Sere z 7 a 
* 2? gc tees oy t ALE a 
F Z se - = ( + sade ri ro 
A ® | ' ey 7 ¥ As ei 334. ct eae Sy) ‘ 
: ax ; : ; - : 
hE San ¢, = ‘ + el t ty 
7 es " e 5 aye ey Ps “<- oa . a a 
meee Vis L. jee Cae ee .:, 7 - 
! Lilt’ REE Ba ERE ar Sie 
“ an s - 5 : 
t Sas “ + te Reps 4 
“e J cs fs Ra ea . me eS * at H ee ae Mecca * 
; = We, ws sien al eet of ry ou a 
a ee L ye SY Pips Meet Re ie fos bs £ * * 
7 c 3 ee th » ALPS, doe Gh s } 2 Sgr 
i ae ; pe CR eal ee ; . ; ‘ 
| ay : ; 
we ai = ae Saf er ii Weak a * 
Ta ee ee mee ek ok Gal ha kee ee eee 
i Ser ebw@sgae sidsvded 
- : 
; - y ae e-iestue LO : 
Fhe y SOM, cate ur ir apr P 1 Ci) ary : 
P : * geese r rs 
; $ iande=9 
Z : - 
i rf ee * ‘ 
i t s eee .o™ : r ‘ i 
a Rae 2 iF i“ ty i 7 > a ax 7 pinks Bea al ‘ 
i = » Sa ge By oth gare , 
.« a ee ea 
- 
i) 
H 
y n 7 as 
oo ald das cel a i 
acs i Apes yy el = z 
" a os vA oe 
- ~ a S ca 
p - oe ii ieee end Wrenn oe 
- - < * ~ tee 3, % . . 7 g? : 
; uf Me ee Rien parma se 
» y es g 
2 ‘ 
TAS las at iy 2 i ( 
= diy Dapat ri pak ’ . : ey : 7 : 
- Awe ite Fe at ra By . ee a 2 : 4 ; ‘Ss ae erayor Fs > arn 
: ‘¢ we ¥ as omnes ie re} 
. SIS AE Sa ae 
= bad 
os 
a | i 
| : +, Sidihed | 
bi re « on = A - 
age wipe NET dy ‘aes § ee ae oe eee a 3 > q 
oe id a: aye glu ee ee FBTR ara ies, Hs . : ( of are 


an ~e Bip : r Fes , 


‘ 4 a) ny 
Ce RE Raat 45 Sas ane eee Sn os Ath od 
‘ ; ” ! ' 75-4 ! Sie Fe. tee 
| <4 RE Soa eT aa ie 
cr ont ) ; geyrixt 
tyes rat +o te ' 1) a aE bh ‘x : 
> 4 ih 4 Ce i ' 


: a a [ i: . si le iy a waited ifeEaz oN 


540 


E13 


a as a eae Mr. Foot 


where it was done at the request of the company. It hap- 
pened frequently at the request of the insured. 

Q. And when that happens, at the request of the 
insured, cn the participating plan, what is the result? 
A. That would be at the standard short rate -- short 
date rate, 

Q. He makes that payment on his note, and then gets 
back his note? Aint Leas 

Qs And that is the end of it? Ani YES 

BY MR. McKENZIE: 

Q.- I understand your company does not write marine 

insurance? A. Not ocean marine. 


Q.- Or any other marine? A. It writes inland mar-~ 


Q- What inland marine is that? A. Inland marine 
is commonly dealt with in the various branches of the 
business. 

Q.- Do you mean water borne cargo? Aol NO. Ree 
water borne cargo, 

Q. Not cargo anywhere by water? Aw Ciruieky travails 
and personal property insurance. 

Ge heb sie? bins) YOO 

BY MR. MANN: 

Q- You call that inland marine? Bie Ss Ulmer a 

called inland marine insurance. 


BY MR. McKENZIE: 
Q@- You mean land insurance. A. No, that is a 
definite class of insurance. 
MR. McKENZIE: The position of the Canadian Board 


of Marine Underwriters is set out in our brief as fol- 


lows: 
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"To the Honourable, the Chairman, and Members of the 
Royal Commission on Co-operatives: 


Statement of Submission on behalf of The Canadian 
Board of Marine Underwriters 


"The Canadian Board of Marine Underwriters is an 
association representing all marine underwriting compan- 
les operating in canada. One of the functions of the 
board is to act on behalf of marine underwriters in mat- 
ters involving them in any proposed taxation legislation, 

"It has been brought to the attention of this board 
that a representation has been made to this dommission 
recommending the imposition of a tax on marine premiums 
by way of an amendment to the Special War Revenue act. 
This representation has been made by mutual insurance 
companies who do no marine business and who are in no 
way in competition with marine underwriters, 

"The Canadian Board of Marine Underwriters opposes 
any such recommendation and submits that the scope of the 
re erence to the Commission under P.C. 8725 is limited to 
fa full public inquiry into the application of income and 
profits tax measures! under the Income War Tax Act and 
the Excess Profits Act, 

"Furthermore the reference does not contemplate any 
inquiry into the application or amendment of the gpecial 
War Revenue Act which is clearly and admittedly neither 
an income or profits tax measure. 

"It is therefore respectfully submitted that any 
recommendation of taxation on marine premiums by way of 
an amendment to the Special War Revenue Act is contrary 
to lone established government taxation policy and is 


not a proper subject of inquiry or recommendation coming 
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within the scope of the reference. [Jt is consequently a 
matter with which this Commission is not concerned nor 
upon which it is empowered to act." 

THE CHAIRMAN: I understand that that disposes of 
this case? 

MR. ROBERTSON: Yes. 

MR. PARKER: Perhaps this would be the appropriate 
place to discuss another matter. Last night, and again 
this morning, I spoke to some of the counsel with a view 
to determining just how we might close this section of 
CUeLEMOULTY. 

MR. GRAY: Perhaps before Mr. Parker makes his 
statement I might ask the privilege of saying just. a word 
With respect to some material ~[ have here. 

THE CHATRMAN: Very well. 

MA Ghar? When Mo. Gruhne was here ] asked Leave to 
file a supplementary statement given by him to the Gon- 
gressional inguiry at Washington in 1942, with reference 
LO a particular matter. (The Commission was good enougn 
to say Gigs mI enh CoO SO lat | ai later. time. meee: ae 
WigGhime Today, and T intend Lo Pile a photostatie. copy 
OVA G un WOULd Tike Co -read | 2b into the record first. 
Perhaps I might read only a few paragraphs from one 
pages 

THE CHAIRMAN: It is not necessary to read i't now. 

MR. GRAY: Very well. 

THE CHATRMAN: I suggest that we take it as read 
and have it transcribed in the record. 

MR. GRAY: That would not be entirely satisfactory, 
but if the Commission wishes to do it that way I am satis- 
fied to have it done. 


THE CHAIRMAN: We are thinking of the time element. 


; 
. 
5 
Pie 
a | 
co 
= 
. 
Hes ter 
fF vee 


ae | 
‘ i, been a ee unies 
,« Rb ; : 


“aie cs 


} a pups hE an! Be ro Boel Ate FT, 


me 
_! Tits fee Ay. 5 fs aos ool af 
i AACS eae ss) ERE ae” “OS, we 
ad =~ a 
ay os 4 = 7.1) i hg 
7 4 i that Hh 
ee Pie Rye) ite? > 4 Bi bah. 
Py WA kal We pie cy 1 ay SE OM) See aes aii 


foe. es hee cs rm, 


Fes ate re Ch SR eee 


a = 
SS | Neras Plate as ey Re ae ot De . Cad Plan ion, Ways er 7" \ vs 
a i: en Pe PRR ers ee rf Dye rey Meg eres eh. ‘7 r * 4 re Hebe ae 
te lee . i Hee went Wie Re aN tebe a aR eI ai tr i foe oa “a c pe 
\ y 
‘ 
2 . 
‘Sapte: : . ° | 
a : 4 
: ° + _ 
gion at Ns dee 
(eens rtd ie, ¥ ty Pisnih > ys 
ap EP ati al tees reg oe J oy a> yf a nit ta 
Ee ts Gees i ops £ ‘ i) ts bY ss rig a ‘HA PEA , | 
si A Ay, 
f ' i * 7 
Pe tees c= Agr ene, ety Cee a Uke nee ee atop ; 2. ni 
: ‘ ee ‘. ars we ON : a 4 *% | » ‘ oe 5 F 
Pe een : SAR Peel: EDR om aay les tae: exe OF a8 1: A} ea oh ss 
ee ee Coee oar ne fell peeve: - Pos Wie? sv 
POE 1 ABE Lae ee en ae ioete |. Od eae ey kat ne 
te ke. 
: A ) &, spp ee beapl 
: . ¥ prom EAT Ere PER: j 
2 ot” ¢ . _- 
ans - ‘ so abl r ; - Lae md 4 res ae 
fe ues Re ese Ltt 20 Ser, = er Cav @ ie acs = ee 
oa shea e te Pete oh wil tanath. os pe Sa 
, 
t : : : aw 
hee Se ts 6 ‘ 7 : k " ‘ 
Sea i ys a8 : RS te Pe) eee oe ’ rz POP) EP cadens . a ; ie ak, oi 
oe : f ie Le 2. ree & i) one & See OO Se Ee ty, 
rf ” 7 Or 7 . : : - 7 ] bc B44 
ine bie - ao A —_" Pee hy ae 4 _ ae 1 . wi es 4 
ay 4, ee ‘ SN kell i} 4 tS area 2 ae pa ie a Aus! ae ce ie Fate 
pe ete) eS pL: Uige,. MNES Ts teas Sag a fi TE ay slit aids 
~~ } i » . 
+ ° ; 7 ; <<a) wa 
F dirs tak : 
i ms) ae Ia, Bey! 1 Pe eae 3 ee rua heptin 5 oat 
2 cae ae ae ar et ME O22 Ley Boe 
‘ é F ; . 
Punic 
pai Aa, Se BT She seb ve ee 4 : 2 5 78 al ip * wre Bh, 
Pe Se: ih RY ee Qi Caleb: Cee he nleigg 
. AR ae: OR 2a oth sis oC) Soak 24 - " ’ 
a ya dye, he il Seaginees mohee } we me , Me ea ae ome f : 
Cw Sie Ue es ae a va ey < ae ee rw 
is Van eae SW ee ae i ue A t x ee oe # : 3 a, 
. ee, ee Seis ia H NO SN ste AE ts se a. Ge aie 5 2g eo 76 : 
ae F ; As Bice iF 
a + 
’ * ; ’ ‘ e . 
ye ey =< a re a i . am ¢ ae ae st . 
om €e: i a 1 a =. T fe eb sy he m Toe ian 
aed ; « Se Sri Dy Seis aes 
> 5 rs : 
} 
ae fy 
9 250% 
: + ae iy 4 we 
2 , 
(a : Ce eee ro, ae ‘ = . ? ie 
ay oe : en oe he a = hdd - = Ne: us Spy? Ge aks eet oe ’ 
| am ar) 4 = at - wae Sa Ee Be wy fee Pod 3. vy ky Aa 2 sais i aes 7 s he J 1 
: e 
4 ry ” » y 1 
ne E 
‘a Ne, . Seu is . ? 
ry EE CE SR en Bee i 
aall . 4 ' 
i on 
et tn oh er 4 Pa re o 4 © : * 
j me ie Po oy a 4 * “s a ¥ 
Ese foes ES cid! Ta th ‘0 eke Gs Lacie ey ak eee j eligi A rary? Fa) eaeye My 
ayy 4 pee Bi ay OF 
; ; e 
Eat hee Soe ies fate ae ener a4 te a My eee 
” es Ses of gy he . DRA oS AE ae ED, Btn AS 2 Sag itp egeen: 
. - Hi * 
. 2s bs 
SE cd an eae a ty 4 aes ; oe 
% Sie Me ay? i iar 164) ey. of =f) > eps ee ars i % tn ; 
ae my. | Ny eS ke bie ee ts Th) Tike) Sep OE ee Mees. aA i vat 2: ate Uwe 
P ee: SN at ie ok Cer POET alien (4 ees ip oie ; 
f > 
ids 
et Fee , res . ? Ss 8 ee r 
che as ae : We § re es pe Eye) fal bic > aoe pp G28 x p 
ae ‘ “ ste pres BS A inlet ee abies LE nh GUN ene he, eee wera ict Op 
3 12 Ew ‘ : ae ie 
e 
- ' i ‘ & No Per] 
2 peace igs 2 FA er Dee 


E-16 


-6214- Mr. Gray 


MR. GR4Y: If it becomes necessary to refer to it at 
some future time I might have tiie privilege of reading it 
Lhen. 

The copy I have here, and which I shall hand to the 


Registrar is as follows: 


wine factory Mutua 1 companies do not have access to 
figures for other mutual companies and, accordingly, are 
not ih a position to rurnish allof. thei data requested, 
However, so far as the companies of the Associated 
Factory Mutual group are concerned, we have prepared, 1h 
the short time available a Statement, partly estimated, 


that furnishes you the information requested.) Such 4 


statement follows: 


Premium depos- Gain or 
Insurance in its in force Losses 1 loss from 
wear gh LOL Co. Dec. ae ny Licurred operations 


1932 $ 8,298,677,401 § 46,813,570 1,451,126 511,046 


1933 #4000, 200,019 45,309,817 1,615,954 762,693" 
1934 SpO04, 18), 627 44,965,004 Lo Oy 519,878" 
1955 8,520, 0//0 , 482 49 5895 ,242 1, 9154.908 Los) Ley 
1936 8,828, 265.405 48,106,963 iy Ui tease @ 655,664 
2OS7 9,451 ,614,548 00 , 847 ,258 2,009,614 04, 584 
1938 Dig (te OL ng 18 Di, Osh ina Oak Sera moe es 4,157,195” 
1939 1,021,108 021 Oooo. UD 2,009,634 BOO, Sak 
1940 10,500 , 306, 940 Dey OO eey Oo, 115,439 384 , 586% 
1941 12,684,729,244 69,209 , 800 oy el. Ou 30,917" 
pee 2 eee A ets we a ana cee ae Ae NG AE ek 
Total ten years 29,966,014 4,279,167 


leteures from Best Insurance Reports. 
“Represents Aeticait 
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"iv Will be observed that in five of, the-past iten 
years, the operating results were such as to permit 
additions to surplus. [In the remaining five of the ten 
years, the reverse was true and Surplus was drawn upon. 
The net result for the ten-year period was to decrease 
surplus by $4,279,167 on account of Operating losses. 

"This result is obtained after adding or subtracting 
from the underwriting gain or loss of the companies the 
profit or loss on securities actually disposed of in each 
of the ten years, 

Wie Hersen } in Operating earnings in the ten-year 
period was almost ehvirely due tothe very Severe losses 
BsurLerea by the factory mutual companies at the time of 
the New England hurricane in September 1938, These loss- 
es were several times the normal expectancy. Fortunately, 
the companies had accumulated what amount to conflagration 
Teserves to take care of unusual losses when and ag they 
occur and thus prevent undue fluctuations in the per- 
centage of the original deposit that is returned to our 
members. 

KOUNLOusiVy, It ae of advantage to business organiza- 
tions to have a fairly stable insurance cost rather than 
a cost that might fluctuate widely from year to year. 
This conflagration reserve wag accumulated by the factory 
mutuals over a long period of years Co iron out fluctua 
tions in the rate of return of unabsorbed deposit and 
thus meet the wishes of businessmen for a relatively stable 
cost of insurance. ; 

"In years of favourable experience, a very small 
charge is made against each outstanding policy for a con- 
tribution to this reserve fund. Then, in years of abnor- 


mal loss experience, the fund is drawn upon as was done 
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in 1938 and also, incidentally, was done at the time of 
a Serious windstorm in the south in the fall of LY SGn 
"While the operations of the factory mutual compan- 
ies during the past ten years have shown an operating 
deficit, it is likewise true that the assets of the compan- 
1¢s over claimable reserves have increased. The market 
value of their assets, as shown by the statements filed 
with the insurance departments of the several States an 
which these companies are licensed, exceeded claimable 
reserves at the end of 1932 by $3,462,000; whereas, the 
excess at the end of 1941 was $10,561,000. his in- 


crease in assets resulted entirely from the general 


~ 


rise in the market values of the securities held vainithe: 
investment portfolios of the companies and Not from 
their operations. 

"It follows then, that the increase in what is tern- 
ed surplus, that is, the excess of value of assets over 
claimable reserves during the particular period under 
review, was entirely the result of appreciation in mar- 
ket valuc of securities. This increase in Surplus!is 
purely a bookkeeping item and is subject to the rise or 
cealiv~tar security prices eenerally. [It does not repre- 
Bont. reali zed prot iss. 

"The Associated Factory Mutuals insure large 
individual risks. The average risk at the present time 
is in excess of $1,000,000. While their normal losses 
are small, the companies are subject to total destruc- 
tion of individual risks from time to time and for this 
reason require the maintenance of reserves sufficient 
to take up the shock of such occasional heavy losses. 

AS the experience in the 1938 hurricane proves, reserves 


for unusually large individual or aggregate losses are 
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a necessity for the maintenance of the Punencial! stabi. 
ity of insurance organizations. 

"Representative Dingell raised a question with re- 
gard to the ‘loading! if any, which is included in the 
deposit tjat the companies require their members to 
make. In response to this question, we replied that 
there was no 'loading', and there is none. The size or 
the deposit required of factory mutual members is deter- 
mined at an amount that the Management of the companies 
believes will be adequate to take care of od liabilities, 
including extraordinary losses, and also provide suffi- 
cient reserves to maintain the financial stability of 
the companies. If, however, the deposit proves to be 
insufficient, then each of the companies has the right 
to assess its policy holders for additional amounts up 
to five times the original Ge pOsT th 

"The deposits required of the members or policy 
holders are not premiums but represent. a fund from which 
the premiums, that is, the cost of insurance, is taken, 


and the balance, after allocating a very small amount 
to conflagration reserves, is returned to ths member ag 
a so-called dividend, which in reality is not a dividend 
et all bul nothing more or less than the return of the 
unused portion of his original deposit. At the present 
time the average deposit per $100 of insurance is 
roughly ten times the current annual cost of carrying 
the insurance. In other words, Ol per cent. of the 
original deposit is currently returned ag unabsorbed 
deposit on policies bthat have been in force for one 
year. 4 ; 


"The reason for requiring a deposit so much greater 


than th anticipated annual cost of carrying the insur- 
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ance is that the risks are individually large (averaging 
over $1,000,000 at the present time) and the coverage 
provided by the companies includes the perils of wind, 
sprinkler leakage, limited explosion, falling aircraft, 
CLG a eal baad tion to fire insurance. The wind hazard 

is particularly subject to wide fluctuations from year 
to year. The hurricane experience in 1938 is one example 
and there are others, including a wind loss in 1956 on 

a single factory which amounted to more than $1,000,000, 
Of course, the losses from the other hazards are also 
subject to variation so that for an individual year it 
is not possible to even closely estimate tle amount of 
the deposit that will be required to pay losses, 


"This low cost of factory mutual insurance is made 


levoted to real fire-protection engineering. Every risk 
is visited regularly by trained fire~prevention engineers 
of wide experience and complete reports and recommenda- 
bLONS ere, Supmitted tothe companies and to the assured 
and wnere the United states government is involved on 
War work, 10S representatives also receive data from 
these inspections. This inspection service has eamed 

& reputation for thoroughness and ability that Toye at 
our opinion, superior to any in the field of insurance 
and we are confident that our efforts continually re- 
sult in the - conservation of the national wealth 

through the prevention of loss from fire, explosion 

and other hazards, In many cases our members con- 
Sider that our fire prevention engineering service 

alone is worth all that they pay for their insurance. 


"We trust that the above information fully meets 
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the request you made of us at the hearing April 9, but 
if not, we are at your service and will gladly supply any 
further information regarding our factory mutual compan- 
ies. 

"The factory mutual companies are desirous to place 


full and complete information before your committee, as 


3) 


we are conrident that with an understanding of the meth- 


O 
Qs 
wo 
O 
Fy 
ct 


hese companies, you will decide that we are en- 
tirely justified in our claim that, as purely mutual com- 
panies operating without purpose of profit, we are en- 
titled to a continuance of the exemption from income 
taxes that has been granted by the Congress for many 
Nears, 

Very truky yours, Hovey T. Freeman, 
President, Manufacturers Mutual 
Fire) Insurance Company, and 
Chairman, Legal Committee, The 


Associated Factory Mutual Fire 
Insurance Companies." 


Then, I place on record this letter from the eftice oF 
the Commissioner of Internal Revenue at Washington, 
addressed to the Manufacturers Mutual Fire Insurance 
Company at Providence, Rhode Island. It states: 

"Reference is made to the evidence submitted in sup- 
port of your claim for reconsideration of bureau ruling 
dated April 1, 1931, holding that you are not exempt. from 
Lederal income tax. 

"The evidence presented discloses that your company 
was incorporated in 1835 under the laws of the state of 
Rhode Island. In an affidavit submitted it is stated 
that your company is one of the associated factory 
mutual group of fire insurance companies commonly refer- 


red to as factory mutuals; that all members of the 


factory mutual group confine themselves almost entirely 
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to the insurance of industrial plants located throughout 
the United States and canada; that the WoOVector ths 
group is, first, the prevention of loss and its inter- 
ruption to business and, second, to provide its members 
with insurance at cost against the hazards assumed; that 
your organization is purely a mutual insurance company 
whose only members are policy holders; that your income 
is derived from peer uednoes ts and miscellaneous re- 
ceipts and is used to pay losses and expenses or return- 
an) GO. Wour policy holders; that you do not have capital 
stock; that none of your income inures to the benefit 
of any private shareholder or individual; that your 
organization is without profit and is owned and control- 
Log, DY: your policy holasrs; that all policies are 
written on a participating basis and are subject to an 
assessment which is limited to five times the anount of 
the premium; and that each policy holder is a member of 
your company and is entitled to vote’ at your meetings. 
"Based on the facts presented, it is: held that 
you are sntitled to exemption under the provisions of 
section 101 (11) of the Revenue Act of 1934 and the 
corresponding sections of the Revenue Acts of 1932, 
1928 and 1926. You are not, therefore, required to 
file returmms for the years covered by these "Acte. tnhas- 
much as sectich 101 (11) of the Revenue Act of 1936 is 
eiititar Vo section TOT (11)" of the) RevenuetAct or 195d) 
returns will not be required for subsequent years so 
long as there is no change in your organization, your 
purposes or method of operation. 
Bureau ruling referred to above holding otherwise 
i8 modified accordingly. 


"Any changes in the form of organization or method 
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of operation as shown by the evidence submitted, must be 
immediately reported to the Uollector Gf Internal Revenue 
for your district in order that the effect of such 
changes upon your present exempt status may be deter- 
mined, 

"The exemption referred to in this letter does not 
apply to taxes levied under Other witless or provisions 
of the respective Revenue Acts except insofar as exemp— 
tion is granted expressly under those provisions to 
organizations enumerated in section 101 of the Revenue 
Act Cf 1936 and the corresponding sections of prior 
Revenue Acts. 
VE CODy (Ot bis ruling is being transmitted to the 
Collector of Internal Revenue hOP YOUR arst rick. 

why Cirecuwon of the Commissioner. 

"hespectfully, 


Sed . Deputy Commissioner," 


Then, I place on record too, a telegram dated 
April i8, 1945, from Mr. R. H. Lord to myself, as follows: 

"Percent available one year policiss. end 1959 

eightyeight point Sixty return ninetyfour percent 

end 1942 ninetysix point ten return ninety two end 

March 1945 ninetythree point fortynine retuen ninety- 

two confirming by letter. 

MR. PARKER: Oounsel have not had an Opportunity to 
get together, and the suggestion is that we adjourn now, 
with the intention of having a meeting immediately after 
adjournment. When the hearing opens tomorrow morning we 
hope to be able to make a definite Suggestion as to what 
is to be done. 


TH# CHAIRM4N: I should like to have an assurance 
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that we would conclude the insurance hearing tomorrow. 

MR. PARKER: I do not think there is any question 
about that. 

THH CHAIRMAN: This Commission has a great. deal of 
administrative work to do, and as will have been observed, 
we have not had much time this week to do it. Perhaps we 
might begin somewhat earlier tomorrow morning, with a view 
to finishing this phase. 

MR. MANN: JI can assure the Commission that, so far 
as the stock companies are concerned,one hour is ‘all that 
will be required at the outside. TI do not intend to read 
avorier . and shall discuss only some general principles 
which, I should think, would mequire only about ten min- 
utes. Then I intend to examine Mr. Ham on a few points 
which have not already been covered. There will be no 
repetition. Then, there will be one more witness on the 
question of the application of tax rates, and the ques- 
bi0n Of aredier, and that te 811. The rest depends upon 
my learned friends, in whose hands, of COUrSS, Iam 
caw Cuerantec that, for my part, an’ hour will he 
PULL icient. 

MR. McKENZIE: On behalf of the Canadian Board oF 
Marine Underwriters may I say that IT have filed the state- 
ment of submissions of our organization. It is a Perv 
short statement and does not require any further argument 
on my part. I believe what’I have set out in that brief 
is sufficient to make my point clear. 

MR. MASON: There was some discussion earlier about 
argument at the conclusion of the hearing, 

THE CHAIRMAN: I understand that matter is now 
going to be discussed with Mr. Parker, ‘and ‘that an 


announcement will be made tomorrow morning. 
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MR. MASON: Our difficulty at the present time is 
that, up to now, we have not héard from the joint stock 
companies. We shall hear tomorrow, [ understand. Until 
we know what they are going to adduce before the commis- 
Sion, I do not think we can make up our minds as to 
whether we require argument and to what extent it may be 
required, 

THE ChalRMAN: JI think you must know on what grounds 
they place their argument. Their briefs have been on 
the table for some days. 

MR. MASON: I understand we are going to hear from 
two very intelligent and expert men, and we might learn 
something else after we have heard them. The point is 
that the matter is of considerable importance and, while 
f{ am not so much concerned perhaps as some of my 
colleagues who have somewhat the same interest -- because 
Vory Tittle attack has been made upon me --~ T do feel 
there may be matters of very considerable importance which 
Iy associates might wish to argue before the commission. 

THE CHATRMAN: What I am hoping, Mr. Mason, is that 
there will not be oral argument. I am hoping that you 
Will either agree that your briefs cover the situation, 
Or chat You will put in written factums. 

MR. MASON: As an experienced judge you will know 
that a written argument is very unsatisfactory, because 
one does not know what is in the minds of the Commission- 
ers. 

THE CHAIRMAN: Even on the bench we realize that 
there must be a time limit. On Monday we are to discuss 
another subject entirely. Then, the commissioners must 
have Saturday free for their administrative work. I am 


sure you would not want us to desecrate the Sabbath. 
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MR. MASON: I would not even suggest that you 
desecrate Saturday, sir. However, I raise this point on 
behalf of my colleagues and myself, because it had been 
understood earlier, after a conference with counsel,that 
there would be an argument, at which time we would have 
an opportunity to reply to the allegations mde by the 
joint stock companies, All I can Saywis that Vf, we 
have to close tomorrow such a procedure would be imposs- 
Dobe. 

i CHATRMAN: If you do not...nish tomorrow, you 
Cannoy Linen Mondays that is)-cpvious. 

MR. MASON: The Commission will understand our 
difficulty in making up our minds without first having 
Heard from the joint’ stock companies. 

MR. MANN: Do I understand that what is in Mr. 
Mason's mind is the form any subsequent argument may take? 

THE CHAIRMAN: Whether oral or written. 

MR. PARKER: And the form, and when. 

THe CHAIRMAN: Whether there should be any argument 
at all, or' whether it should be Ore Wor written’. 

We PeeeoeS And if cral qmen at shoulaupe nearas 

THE CHAIRMAN: We cannot give you Monday, that is 
obvious. 

Wes Hay DON: yy Tf it 1s) tobe ore bh 2h wild | neve ho ie 
at a later date. 

HE CHALRMAN: \) That 16.80.  However,.perhaps if you 
will get together and see what could be done by way of 
meeting everyone's convenience, it could be worked out 
Satisfactorily. Then, it is suggested that we meet to- 
morrow morning at 9.30. 


MR. PARKER: I am in the habit of meeting at nine, 


so that will be all right so far-as I am concerned. 


The Commission thereupon adjourned to meet 
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ROYAL COMMISSION ON CO-OPERATIVES 


The Commission appointed to inguire into the 
present position of Co-operatives in the matter 
of income and excess profits tax, organization 
and business methods and operations, and the 
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Ottawa, 

Friday , 

April 20) 1945 
The Commission met at 9.30 asm. Mr. Justice McDougall 


presiding. 


THE CHAIRMAN: Well, Mr. Parker, have you any repert on 
the matter we were discussing at adjournment yesterday? 

MR. PARKER: Yes, Mr. Chairman. I may say I discussed 
it primarily with counsel engaged in the insurance end of the 
commission work, and later with one or two of the others, 
There does not seem to be any unanimity of opinion or view 
as to just what would be the best way to dispose of it. 

The suggestion I make to the commission and to all concerned 
is this: that inasmuch as the grain hearings, judging from 
the appearance of the briefs, will likely take some time, 

and as certain work which the commission has in mind will 
occupy their attention after the grain hearaness, Eithink 

the proper thing to do weuld be to have a considerable 
adjournment after the grain hearings are over and then set 

a date at some future time when everybody interested -- grain, 
tHSUrance, and»so forth -= might appear before the commission 
and submit such argument by way of summing up as they may 

See fit. If any counsel would prefer to submit written 

brief rather than attend and make oral argument, I do not 

sce any reason why they should not have that election, In 
all deference to the commission I think it would be better 

if just before they are about to sit down and read eli pehis 
mass of evidence that has been placed before them they have 

a summing up and argument of counsel so that it will be 

more or less fresh in their minds. I think that would be of 
great assistance to the commissioners at any rate, sind «ft 


am sure that is what counsel have in mind in submitting 


' 
} 


ayy 
*vi 
4 rhe’ 


ky % 
wid 
- 
“ * ~ 
i 
eae 
was 
+ ee 
Sk 
. 
e 
ra L 
Wire tesco 
Li Py 
ee 
y 
fr “ 
. a 
ie 
hos 
4 
ne tee es 
c 
ae 
x 
. 
. . 
Sa 
t 
He 
‘ 
; 
. 
t 
~ 
er 
. 
' 
. 
hk 
. as 
. . s 
, 
ve 
. 
’ 


ern 


? a j ( 
seuss neti 7 LPrdiehadenlhadenah asda e 4 in hie ee 7 | 
rr ae eR 3 a 
: \ F ; J } 
My 
a4 4 a 7 2 To ™ ‘ 
i Ai é ‘am iad ah H i 
4 a | “oe + CAST AAT ae » 4 ' f 
‘ raate S + 
‘ oie han in a 
Ps i - =* = G iw 7 
} ' Siw. Shoe se ee Hae ; 
¢ ties T*y 7 
z ms 8 
, 
> " ote . 14 
(ok a aad ch » ct ; coy: iy 
> to 7 & Wee oe" ‘ witte rs) : 
. ‘ = 4 
oe . 3 c ' 
‘ Soe M 
F +s op ud 
a3 oe 
» ; y 
Neg ‘ \s 
: Pay iY ; 
cs 
4 i 
‘ 4 J 
\ tit 
i 
yk 
i$ 
" + 
ee. en : 
A i 
icy oar 7 ; ‘ 
, a 
' 2 
i 
! 
1S Es 
1 . . 
3 a i 
A ae 
; : 
‘ 
vy ( , 
aw ne : 
1 
F ae 
\ 
a ' 
ii 
% 
Pf ri i 
‘ — 
: ’ 
_ 4a) 
. 
H epee, AN BP ee ; 
ers. ne 
e 
; 
; J 
rh, 
’ 
s iy re) 
zi G ree Wey 
, ; 
‘ be 1 } 1 
‘ 
tes 
eee eet ‘ 
t Dan 
ed 
APY ‘ f Vit iiw 
aS: 
ee rot " 
5 
Pvt ih 
is ‘ ‘ Jane. 7 
Poe ce Bee Seats tf 
~ hel ‘ P 
tay party ae. te N's 
+ me ao 7 
— 
t rei 
< —o ; ij '_ 
Pte fg ~ "i 
oft 
‘ “ 


-6228~ 


arguments -- no other reason than that of assisting the 
commission; and I believe they could render ereater assistance 
at that time than at any other. 

Now, I realize in Saying that that it may be a matter 
of some inconvenience and some expense to counsel to have to 
return here again if it is their wish to dispose of the 
whole matter here, I am afraid there will have to be some 
inconvenience because the matter covers a very wide scope 
and it is almost impossible to meet everybodyts convenience, 
I am sure, however, that the commission will endeavour to 
meet their wishes as far as possible. There is no desire 
wo be tar bECrary dian the ieee eevibee tis? as Counsel) forthe 
commission I have no intention of being arbitrary in the 
least degree. We have been cooperative up to date and hope 
to continue to the end on that basis. That Leal Digan say, 
Mr. Chairman. 

THE CHAIRMAN: As I think most people know, this com- 
mission has made certain commitments which are coming along 
very shortly; and, speaking now of the insurance eroup, 
if it does not appear feasible to have any extended arguments 
to-day, we cannot finish to-day. Monday is to be devoted 
to the grain inquiry. I rather think that Mr. Parkerts 
suggestion is very reasonable under the circumstances -- 
that is, that we conclude all the hearings, the grain trade 
next week, or whenever they finish, and then set a definite 
date when the commission will return to Ottawa for such 
arguments as may be found necessary -- if in writing, so 
much the better, but if not, oral. I would like an expression 
of opinion from counsel on that feature. 

MR.» MANN: I take it, Mr. Chairman, that if oounsel 
Optate to put in written argument instead of an oral argument 


in Ottawa, that would be a memorandum for the commiss ion 
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and would not be subject to the rules of proceedings -- 
answer and reply, and so on, as it seems to have developed 
into at the moment. 

THE CHAIRMAN: I take it that in that event it would 
be more in the nature of a factum than anything else, 

MR. MANN: I quite agree with Mr. Parker's suggestion 
um er the circumstances, so far as my companies are concerned. 

MR. MASON: Mr « Chairman, we have thought it desirable 
to await the presentation by our friends this morning before 
determining whe ther we wish to present argument at all, or 
to leave it on the evidence as it is. I should like to men- 
tion the matter again after the presentation this morning 
is completed. If it seems desirable that argument should 
be made, then the question arises whether it should be oral 
or written. It is evident that the presentation of oral 
argument will be difficult both from the standpoint of the 
convenience of the commission and from the standpoint of the 
convenience of counsel. In that event it might be desirable 
to have written argument, on this hypothesis: that each 
counsel put in a memorandum once and for all, this memorandum 
to be filed at some time with the commission, and that there 
be no matter of reply. One further suggestion I would make 
would be that the commission might offer a bunus for con- 
cessions. 

MR. GRAY: Mr. Chairman and gentlemen, what Mr. Mason 
has said expresses entirely my own view in regard to the 
Suggestion that the commission has now under consideration. 
I rise simply to ask a question. In relation to the material 
that Mr. Glassco' is'to prepare from the factory mutuals 
material -- no doubt additional material will be provided 
for him -- will there be any opportunity to see his report 


and to make any comments either in argument or otherwise? 
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THE CHAIRMAN: I would not think SO, Mr. Gray. Mr. 
Glassco is one of the officers of the commission, and any 
information he gets for us is Dor “the commission. 

MR. GRAY: Well, berhaps there might be this under-— 
standing, then, as between Mr, Glassco and ourselves -- 

THE CHAIRMAN: I understood you were to discuss’ the 
Situation with Mr. Glassco. 

MR. GRAY: Yes, that would be quite satisfactory, as long 
as it is well understood by the commission that we may discuss 
the material with him in connection with the report that he 
Waxes On 1%. 

MR. ROBERTSON: Mr. Chairman, I have nothing further to 
add to what Mr. Mason has Said. My position is that taken 
by Mr. Mason. 

THE CHATRMAN: Mr. Parker, has this been discussed with 
the grain trade? 

MR. PARKER: Only tentatively. 

TH CHATRMAN: Do you know about it, Mr. Howard? 

MR. HOWARD: No, Mr. Chairman; we knew this discussion 
was going to take place this morning, and that is why we are 
here,to listen to it, Speaking for Mr. Fillmore and myself 
I would say that your Suggestion is entirely satisfactory; 
that is exactly what we woula prefer, and our idea would 
be to confine ourselves to further written submission rather 
than oral argument. 

THE CHATRMAN: That is, a factum? 

MR. HOWARD: Yes, a factum,. 

THE CHAIRMAN: How about Mr. Milliken and Mr. Francis? 

MR. PARKER: I had an opportunity to speak to Mr, Francis 
and Mr. Milliken last night. I outlined this View, which 
I told them Tf thought was the proper procedure to follow, 


and they said they would be quite agreeable to anything *. 
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that the commission might suggest. I think up to that time 
they had had it in mind that the argument would go on 
immediately after the grain trade, but I would not want to 
commit them to that without giving them an Opportunity to 
say so themselves, 

Mr. EAYDEN; I am in agreement, Mre Chairman, with what 
Mre Mason has said, 

MR. McKHNZIE: I have no preference one way or the other. 

THE CHAIRMAN: As I understand it, then, written briefs 
will be submitted, or there may also be oral argument? 

MR. PARKER: If all counsel wish to submit written argu- 
ment rather than oral, that is the end of it, and we do not 
ee tO worry sbout any date, except to fix a date before 
which they must have them in, If anybody wishes to make oral 
argument -- 

THE CHAIRMAN: Mr. Mason may be able to cover this point 
when the brief we are about to deal with has been heard. 

MR. PARKER: Some counsel have expressed themselves 
definitely as wishing to have oral argument. They feel that 
written argument will not fill the bill. 

THE CHAIRMAN: Well, we will deal with that later, then. 


Will you proceed with your brief, Mr. Mann? 


Joint Stock Companies 


MR, MANN: Mr. Chairman and gentlemen, I appear for 
e27 stock companies, all members of the All Canada Insurance 
Federation, 167 of whom are members of the Canadian Under~ 
writers Association, all joint stock companies carrying on 
in Canada the business of fire, automobile and casualty 
insurance ; 

{t has been observed by the companies and by myself that 


unfortunately we appear to have been put into a sort of quasi 
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position of prosecutors or persecutors with a view to the 
elimination of the competition of the Mutual Insurance 
Companies, I think it fair to assure the companies and 

the commission that these companies are a very large and 
influential body of the heart and nerve and commercial sinew 
of the dominion, and there is no desire whatsoever to operate 
in such manner or act in such manner that competition should 
be eliminated. They believe that competition is the life 

of trade, not the death of trade. There have Des) 2 uy Or 
Statements made in briefs which we pass over without any 
comment, with regard to the behaviour of these companies. 

I think we can leave it to the ¢ ommd ssi on to decide as to the 
eouuel 6itect of, it, or what it really means, or how much 
There, 1S tovit, 

We have had considerable argument, both Written in phe 
briefs and verbal, in connesotion with the presentations of 
the cases -- Mr. Mason, Mr. Robertson, Mr. Hayden, Mr. Gray's 
Elegy, which no doubt will be continued in our next. They 
have been very instructive but they : seem to be all encon- 
passed by the feeling that the stock companies stand out 
as a great octopus of insurance operations within the dominion, 
with an attempt to put all the other fellows out of business, 
as it weree In that regard may I make this statement at the 
Outset. As regards the farm mutuals, local, parish, who 
act as olcsely and operate ag closely, and whose declaration 
of non-profit-making faith is borne out by their actions -- 
as to them we have no objection; we think they should remain 
free from contribution to the cost of government. I am 
excluding, of course, the local cost of government; I am 
now referring, so far as the cost of government is concerned, 
to income tax and war profits tax. There is always a line to 


be drawn when a mutual, so-called, ceases in fact to be a 
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mutual, ceases in fact to Operate as a mutual. What we feel 
is, adopting the language of our friends the mutuals, that the 
public interest can Only be served by the burden of government 
and the cost of government being carried fairly and squarely 
by all those operating as business PnUcY prises, as profit 
earning enterprises, in competition with each other. ae ass 
unfair that one body) by wirtue: ofS declaration of Faith, 

I repeat -- a declaration of non-profit-making faith which is 
entirely denied by the results -- Should escape the cost of 
the services of the state from which they benefit, and that 
those ssrvices of the state should be paid for by others 
because they happen not to have made 4 declaration of such 
faith and because they are constructed in a Little Dit drTrer~ 
ent form. 

Now, that is begging the question as to what’ is prorit- 
making, what are Garnings, what are Savings, what are sur- 
pluses, As to the distinction among them, I do not propose 
to burden you in the Slightest degree with that; you have had 
weeks and months of it, and I am perfectly satisfied to leave 
it to the commission to determine whether there is profit- 
making, whether there are Savings, whether Savings are profits; 
when there are Surtluses, if surpluses result TOL eR Orr ts: | 
that is something I can leave with the greatest confidence 
with the commission. But the attack or the criticism of 
Mr. Gray I do qualify by saying that if there is equal benefit 
from the state there must be equal burden, 

I will take a few minutes, Mr. Chairman, to indicate to 
you what I believe to be the inequality, Oe MO mith. Pe 
colloquially, the unfairness of the incidence of the tax 
in respect of the actual operations of the mutual companies 
aS compared with the joint stock companies. Perhaps the 


commission would not mind referring to schedule i OL ny aa 
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example, in our three OVISst SAG Ls hot paged, but it is 
fourth or fifth to the last schedule, It is not necessary 
to read it; I merely want to refer to certain figures for 
1942 -- 

MR. PARKER: Which page? 

MR. MANN: There is no page; it is schedule "0", the 
Pare Gr ir. et If you will look at the extract from the 
official blue books as to the year ended Jlst December, 
1942, you will see a compilation there of the reciprocals, 
the deposit-premium mutuals, other mutuals, stock mutuals, . 
and joint stock companies. You will observe in the first 
column e@ premium income of the deposit-premium mutuals of 
$1,275,072, with an underwriting profit of $633,232; other 
mutuals, $10,662,742, with an underwriting profit of 
$1,336,245, and no excess profits or income tax paid -- none 
whatever, The stock mutuals, which are mutual companies -- 
using the word "mutual" -~ or are organized under the joint 
Stock principle and could by no stretch of the imagination 
Claim exemption under the law as it is, are now taxed, 

You will observe a premium income of $1,912,614 anda en 
underwriting profit of $56,516; excess profits tax, $22,749, 
and total tax, $49,461. But let me bring you to the next 
line: joint stock companies, premium income, $82 ,919,0003 
underwriting profit, $5,907,143, Then in the next column, 
excess profits tax, you will see the figure of $2,710,706, ané 
‘a. total, tak of $4,303,452. There you have a tax of $4,303,452 
sn against an underwriting profit of $5,907,143, ana Tou 

have the mutuals with $12,000,000 and no tax. 

The next one following down the page is the 1943 period. 
It is just as eloquent; the details are there and you can 
See them for yourselves. These are inequalities to which 


I am drawing the attention of this commission, 
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Let me refer now to schedule "G", three schedules 
further over -~ and I may say to the commission that these 
inequalities are all I will burden you with this morning. 
You, may see others; you may appreciate others or you may 
not; you may appreciate or you may not appreciate, but these 
are inequalities. Look at Schedule main, for four years, 
| 1940 to 1943 inclusive, you find that the premiums of the 
reciprocals were $2,507,278, with an underwriting profit 
OF E726 JOLY Deposit-premium mutuals, $4,028,594, with 
underwriting profiv of $1,841,641; other mutuals, premiums, 
$40,698,630, with underwriting profit of $4,959,348, 

The joint stock companies follow with very much larger 
premiums, it is true, but with a smaller uuderwriting profit-- 
premiums, $326,493,837; underwriting profit HeO WES, 502. 
Then if you look at the column headed MTaxes ,. ineludinge 
taxes On profits", you will see the figures; 2.do0 not need 
to read them to you -- they speak more eloquently than 
anything I can say. But if you look at columns Do, 6 and 7 
you will see that they are totally blank with the exception 
Of a minor méetter of minus 52 cents’ -4 T am not ZOine Go 
deal with that; and if you follow down to the joint stock 
companies you will find the staggering figure of taxes on 
protiue ors, 564,710, , 

These figures, Mr. Chairman, are from official records, 
and they are not competent to be contradicted, unless your 
commission feel it is worth while to have Mr. Finlayson 
brought here, or any of the other gentlemen here present 
think that he should be brought here to suppvrt or to deny 
these figures. I do feel, however, with the greatest 
confidence that these figures as they are now before you 


can be taken as they stand. 
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I omitted to say at the beginning that there are two 
mistakes which I should like to correct, in that certain 
paragraphs are to be deleted from the Supplementary brief 
of ‘the joint stock companies, I should have said this at 
the beginning; I am SULLY ~s 1 Lefer Tinrsty to paragraph (h) 
on page 26. I would ask you, Mr. Chel rman olf Aron ard loons 
pletely delete this paragraph. It was prepared, and there 
gele -vlme errors in the figures; wrong figures were used,. 
So I would ask you to ignore it completely. It may be 
necessary to reconstruct it, which we will do Le Wewvol Gein 
a written memorandum, or rather I think I Should say when we 
put ina written memorandum. That takes us to Exhibit "HH" 
at page 52 of the Supplementary brief, which should be 
Piaminated also, Those fit together, and they should be 
naken right out, and not Poa. 

The All-Canada Insurance Federation is a body which is, 
in its essentials, legislative. The Canadian Underwriters 
Association is a corporate body which embraces, as I have 
said, 167 of these companies. It is essentially a plan- 
making and rate-making body. It might be well for the Com- 
mission to have that in mind; that the Canadian Underwriters 
) Association, as a rate-making body, has been under investiga- 
tion a good many times. It has its affiliations in other 
rate-making bodies in the states of the union, and operates 
on similar lines, It has its connection with the National 
Laboratories of Chicago; it also has its own laboratories, 
It has a very vast rate-making enterprise for the prevention 
of fire waste, the reduction of fire hazard and so on, Up 
to 1940 their plan-making organization -- these are figures 
t am stating from memory, but I do not think they are very 


far wrong, as appeared in certain litigation in 1940 -- their 
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plan-making organization had represented a cost of approx- 
imately $14,000,000, altogether apart fbn additional costs, 
relative costs in connection with their rate-making, Pire 
hazard reduction, education and other matters relative to 
the public interest in relation to fire hazard and fire risk, 

In addition it has been frequently stated, and this is 
an impression that has gone abroad quite widely, that the 
Underwriters are a combination. They are } (Bit, een Ge 
Chairman well knows, combinations have been stated many times, 
in the Supreme Court and particularly in the case which I re- 
ferred to in which they were interested, as,being useful. TI 
believe in that case it was said that there may be a ‘ecombin- 
ation which is quite a useful and lawful combination, 

THE CHAIRMAN: Beneficent is the word, Wha van? 

MR, MANN: I say without the Slightest evidence of doubt 
that this is the word, and I say that without any secret reser- 
vations, 

There is just as much competition among the members of 
the Canadian Fire Underwriters Association and the Canadian 
Underwriters Association, which comprises fire, automobiles 
and casualty, as there is in any branch of insurance oper- 
ations, The reason for that is perfectly pleaitny (A ‘echedple— 
rating system has been adopted by a large proportion of the 
States of the American union, because it puts the companies, 
in respect of themselves, as competitors, because of the very 
Schedule-rating which they have introduced and upon which they 
Operate, the general principle of which is this, A basic rate 
is fixed for a district as a minimum rate, which is the minimum 
Only when the operations of the schedule do not come into play. 
But an astute agent who wants to get a risk knows his schedules. 


He knows that in the city of Toronto in 1923 -- I cannot give 
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the figures to-day --~ there were 215,000 schedule-ratings, 

He knows that in Montreal in 1923 -- I cannot give you the 
figures to-day, -- there were something in the Widinity of 
95,000 schedule-ratings. He knows that if he can go to the 
prospective insurer and tell him that if he puts an asbestos 
pipe around his furnace, or i2f she meve sua bucket) cyt intow the 
yard, or if he cleans up a fence, or puts a door ina certain 
place, or takes down a wall, or puts something else in its 
place; or if he does something in respect of the furnace flue 
or stove flue, he will bring down the rate from 5bOw cent ss 

two cents for one thing, one cent for another thing, three 
cents for some thing else, and five cents for Something else, 
and by astute education of the assured he can get that rate 
down, for the purpose of avoiding fire waste, to perhaps 

40 cents, 

I ask this Commission: is he a public benefactor or is 
Pe n0T; and 1s that not beneficent? I put. that»to this) Come 
mission; and that need not be explained at the MoOMe RE, yi To 
be 2 fact, and if my learned friends want to question 
Mr, Hurry when I come to examine him, he will be able tc 
@lucidate that very much better than I can, 

This matter was taken into consideration in 1916 to 1918, 
eat Go noG think it would be unfair if I justiwead ica you 
from the report of the Masten commission in 1916-1918, which 
was reported in 1919. I gave you my word I would not exceed 
an hour, and I will not do so, I believe I heard you, 

Mr, Chairman, ask for this report yesterday. 

THE CHAIRMAN: Mr. Robertson filed a copy. 

MR, MANN: I am not going to take time to read long 
extracts from it, but I want this evidence which will come 


in from these companies to go into five minds that are at 
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least impressed with what for two and a half years was the 
considered opinion of the late Mr. Justice Masten of Ontario, 
Abtetiarvery fulliand Longe dnguiry.:’Li refer to pager 10) oF 
the report: 

"I find that the idea is prevalent with many insurers 
of the province that the actions of the Canadian Fire Under- 
writers Association are arbitrary and autocratic, but my view 
is that the character of the work necessitates definite and 
precise rulings, and that these rulings not unnaturally appear 
to those seeking insurance arbitrary and autocratic," 

I think perhaps that is the view of some of my friends 
in the room at the moment. 
"My opinion is that if any complaint is warranted on this 
footing, it is that sufficient pains have not always been 
taken to make it evident to the insured that their repre- 
Panton lone nave, had fullvand: fair. considerat fon, wileam or 
opinion, however, that the association is, at the present 
time, realizing more fully its position as being, toa 
large extent, that of a public service body, and is more 
fully appreciating the desirability and necessity of 
justifying to the insuring public the rates which it pre- 
periods)" 

Now if the Commission will bear with me I should like 
ee Peed on ~ago 11: (lowlllonot take wery long: 

"The question that next arises is whether a combination 
Such as the Canadian Fire Underwriters! Association is inimical 
tO the public interest, and if so, in what direction or 
directions, It should be pointed out that a combine of in- 
surance interests differs from a combine of grocers or manu- 
facturers in certain important respects. In ordinary trade 


and commerce the selling price of all marketable commodities 
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is based upon known factors, viz., the cost of production, 
and the cost of distribution, ihe’ 2etual-codh oF insurance, 
on the ‘contrary, cannot be determined until the lapse of the 
contract, and may be either a total gain or a total loss, 
Past experience affords the only guide as to what rates 
should be charged. The experience of one company or of many 
companics in a limited field, or over a short period of time, 
would obviously not give a sound basis on which to predicate 
rates, The only method by which there can be an even approx- 
imately equitable distribution of insurance cost is by con- 
bining the experience of many companies over a wide Lorrit ory, 
and over a period of years, 

"Again, it is obvious that the determination of proper 
rates would be valueless, unless steps could be taken to 
maintain them." 

Pm 29ee an the: courts: of the. province: ef Quebec, the 
finding of this commission in regard to the Canadian Under- 
writers Association was supported. The Exchequer Court and 
the Supreme Court of Canada supported those contentions which 
were raised all square in the Massey and Rennie cases, which 
were before the courts from 1937 until determined ViImaAcy voy 
the Supreme Court of Canada and the Judicial Committee of the 
reiny) Council in 1941. 

Pe tcde-a.matter of experience that unrestricted competition 
between insurance companies has inevitably led to rate-cutting, 
and eventually to the failure or absorption of the weaker 
companies in the field. On the surface open competition may 
for a time appear to be in the public interest by reducing 
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"-- but even this is a doubtful benefit, owing to the dis- 


crimination in favour of large and influential insurers, 
which may, and undoubtedly does, prevail under such con- 
ditions, Under the system of Schedule-rating where rates 
are properly maintained and enforced, discrimination cannot 
exist. The few instances brought to my attention during the 
course of this inquiry, were fully dealt with by the Canadian 
Fire Underwriters! Association, and appeared to me to be 
capable of reasonable explanation," 

In case this Commission may be somewhat confused, I may 
Say there were three associations prlor TOMLGs6 "Carer en 
Fire Underwriters! Association, Canadian Mian Underwriters! 
Association and Canadian Automobile Underwriters! Association, 
but those three were combined into one association, the 
Canadian Underwriters. Association, by dominion charter in 
1936, and the Canadian Underwriters Association operates as 
a corporation under Part II of the Companies Act, non-profit, 
it operates in three branches, automobile, casualty and fire, 
8o the confusion between the Canadian Fire Underwriters! 
Association and the Canadian Underwriters Association is 
thereby cleared up. 

‘Whatever justification, however, there may be for a 


nsurance companies to maintain rates, there 


[> 


combination of 
is undoubtedly the fullest justification for such a combination 
to limit the expenses of the business, There are obviously 
two ways of enlarging the turn-over of a company under com- 


conditions -- one is to cut rates, and the other to 


@) 


petitiv 
increase commissions, From the standpoint of the insuring 
public, competition in respect to commissions is even more 
serious than competition in rates. In the event of. rate re- 


duction the public obtains at least a temporary benefit, but 
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in the case of increased expenses the public is invariably 
the loser, 

"One of the strongest points in favour of an insurance 
combination such as the Canadian Fire Underwriters! Assoc- 
jation, is the fact that its method of conducting business 
is not only economical and efficient, but incidentally brings 
about an improvement of conditions that directly benefits the 
public. The inspection of properties and Schedule-rating, 
by which defects are brought to the attention of property 
owners, tends, in the long run, to effect a considerable 
betterment of the physical conditions which are largely re- 
sponsible for the extent of our losses by fire. No individ- 
ual company could maintain a statt of experts competent to 
give this service, without tremendously increasing the cost 
of insurance to the public. It is equally plain that no 
Single company would be in a position to bring about improve - 
ments that can be effected by many of the companies aebing in 
cooperation .one with another, 

"On the grounds which I have here set forth, I am of 
the opinion that the operations of the Canadian Fire Under- 
writers' Association have been and are to the advantage and 
in the interests of the public, and that such a combination 
tends strongly to maintain the solvency of the companies, 
to stabilize rates, to eliminate discrimination, and assist 
in controlling the expenses of carrying on the business, 

"This conclusion accords with findings of the strongest 
commissions in the United States that have considered this 
question," 

I am obliged to you,Mr. Chairman, for listening to me 
for so long in these extracts, but I thought it was very 


important, as a complete answer at least in so far as one 
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commission was concerned to the indictments that have been 
levelled at the heads of these companies, Then I want to 
read some Gershon t extracts from pages 15 and 16: 

OuMinesiaeis! Of the Whole: busine a8 transacted by all 
companies, out of every $100 received, $60.30 has been paid 
for losses, $33.00 for expenses, and $3.75 has been carried 
to conflagration and unearned premium reserve funds, leaving 
$2.95 as the residue of premium income available for dis- 
tribution by way of dividends upon capital stock," 

Of course I have to be fair and say that was up to 1920, 
I think the aim of the companies to-day is to get approximately 
25 per cent underwriting profit, and it will be explained to 
this Commission later on that if they get 2s per cent under- 
writing profit and pay 40 per cent income tax, they are paying 

an additional 1 per cent, which makes the difference between 
Ee aper) conti and) 3 per) cent so bitterly complained of by the 
mutual companies, That will be explained to the Commission 
Per Pew ni nuce sy uctl musth be perfectly clear that 40 per ‘cent 
of 23 is 1, so you have the 3 per cent right away. 

Whether this)ts too much or too tittle hvam unable io 
satisfactorily determine, ‘but my immediate purpose’) dn 
analyzing the above figures is to make plain the fact that 
by far the greater portion of the premium income collected by 
the companies is distributed in payment of fire losses and in 
general expenses, and that a comparatively small proportion 
of the premium constitutes the net underwriting profit," 

I pause there to say this. Any distribution of general 
expenses must necessarily indicate to this Commission that 
Somebody else gets the money. It must also indicate that 
with a nation-wide income tax, somebody else pays income tax 


Out of the money they get from the distribution of expenses 
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by the underwriting companies, 

"Consequently the most available avenues along which to 
advance in reducing the cost of insurance Di) OR Gey G yea ay 
reduce the fire loss, and the expenses of carrying on the 
business, If all the divisible underwriting profit were 
waped out, 4% would probably amount to less than > per cent 
of the premiums, whereas, if the fire loss in Ontario could 
be reduced by one-third, it would eliminate one-third of the 
loss incurred by the companies, and reduce the cost of in- 
Surance by approximately 20 per cent, Nt Bie aia 

Rr he underwriting profits in Ontario are larger than 
are warrantable, having regard to necessary expenses and to 
the provincial fire loss, the sa ee matters now stand, 
rests in the competition afforded by the non-board companies, 
licensed and unlicensed, and on the temptation to other com- 
panies to enter a new and profitable field. Having regard 
to the world-wide nature of the fire insurance business, to 
the keenness of competition, and to the fact which I have 
ascertained that those who are most intimately associated 
with the buSiness rarely invest their Surplus capital to any 
great extent in the stock of fire insurance companies, I 
incline to think that the profits are not excessive," 

You will note and appreciate, Mr, Commissioner, that I 
am giving you this merely as the expression of very considered 
and reasonable opinion which is usual, I think, in quoting 
authorities which do not bind the court to whom you are 
quoting them. Now I continue quoting from page 17, dealing 
with agents: 

"There is no doubt of the value and importance of the 
agent to the fire insurance business, and taking all things 


into consideration the agency system appears at the present 
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time to be best suited to the needs of our PeGnie: tm Ontario." 

Of course this was limited to Ontario, but the general 
principles of course can be applied to all other parts of 
Canada, Subject to certain local conditions, Then I continuo 
quoting on page 18: 

"The nature of the work performed by agents engaged in 
fire insurance varies very greatly, ranging from that of the 
Skilled broker who writes extensive risks and examines the 
property to be insured, makes recommendations as to how the 
rate can be lowered and the risk improved; and on the other 
hand, the agent who merely receives the application for in- 
Surance on a dwelling sent in to him by the owner, makes no 


5 


examination, and passes it on to the company after extracting 
&S his commission, 25 per cent of the premium received.” 

That is a comparison between 4 good agent and a bad 
agent. The good agent assists the insurer in reducing the 
hazard, in comparison with the ordinary, happy go lucky, 
everyday fellow who just insures your house, takes his com- 
mission and says goodbye. Then I quote from page 28; 

"One suggestion is that the Canadian Fire Underwriters! 
Association should maintain a larger staff of inspectors to 
periodically and continuously inspect ordinary unsprinklered 
risks and notify the owners of dangerous conditions and of 
improvements that ought to be made, cancelling risks where 
necessary if the suggestions are not adopted, and lowering 
the rate where that is warranted by the improvement made, I 
think that this suggestion is worthy of consideration ana 
that if necessary an increase in rates sufficient to meet the 
cost of this additional inspection would not be objectionable 
to the insuring public." 


Inasmuch as Mr, Justice Masten in his report referred to 
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associations in the United States, I want to draw your attention 
to just one other matter, and beyond that I will not bother 

you. JI refer to the Illinois Fire Insurance Commission 
investigation Dr eLOl les That was followed in 1o2s ec vninia, 

by 2 Senate inquiry, but unfortunately I have not the Senate 
report with me, I will read from the Illinois report, which 

was dealt with by seven men chosen by the legislature of the 
Bbaven Of, dllinois,..I, refer to, page 51; 

"The recent and general economic awakening has served: 
to reveal the fact that competition is not the life of trade, 
but more frequently the death of it. Discrimination has run 
Oh, I0wOus civilization because we were all nursed in the 
belief that .'competition is the life of trade,! without sus- 
pecting that, like most things, competition is a mixture of 
boch g@o0d and evil. The competition which comes from a 
Split! ‘OL emulation and the desire to render better and more 
efficient service is in all respects good, but the competition 
that causes cut-throat strife in the effort to dowh each other 
oo vicious, | 

Then I go back to page 49: 

"So far as the making and application of basis schedules 
is concerned we find little or nothing to criticise, for in 
every respect this work seems to be entitled to be grouped 
with the laboratories, fire patrols, salvage bureaus, national 
fire protection and statistical associations, etc., as a 
beneficent --" | 

Those are the words of Mr, Chairman, which I find used 
here. 

"__ 93 a beneficent manifestation of the business, for under 


the application of these schedules every man may be said to 
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make his own rate, and in every direction it is possible 
to find improvements of hazard produced by Schedule-rating," 
Now, Mr. Chairman, I do not intend to read any more 
from the brief, nor will I burden you further with quotations, 
Throughout the brief you will find confirmation of the 
principles asserted by these commissions, principles which > 
I assert before you now with respect to competition, with 
respect to the reduction of fire hazard, in Schedule-rating, 
and the reduction in fire insurance risks, Hp? GON) 
necessarily have to put Mr, Ham in the witness box to 
Satisfy the Commission, and leave anything else that has 


to be done to my learned friend, who may want to examine him, 
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Brief on Behalf of: 
Joint Stock Companies carrying on in Canada 
the business of Fire, Automobile and Cagualty 


Insurance, on the cash plan exclusively. 


This brief is presented under the authority of an order 
issued by the Commission published in the press in Montreal 
on the 2lst day of December ,1944, and necessarily does not 
purport to deal with the evidence or documents fyled with the 
Commission, except such as Counsel may have been able to 
examine prior to its preparation and fyling. 

The words "Mutual” or “Mutuals” will be used throughout 
except to the extent that the context extends the intent of 
expression. 

We have dealt with principles, which we believe the 
Commission should apply in its recommentations to His 
Majesty's Government for Canada, in so far as these principles 
relate to insurance organizations (other than life) calling 
themselves "Mutual", “Recfprocal” or "Co-operative." 

We have not explored the field of cooperative farm and 
industrial organizations, except in so far as the principles 
governing their operations relate or are similar to mutual 
and so-called mutual organizations. 

We believe that to a material extent the terms "Co- 
operative”, “Reciprocal” and “Mutual” are interchangeable 
in respect of merchandising operations but these words have 
been, and are being profressively used in the description of 
organizations which have no relationship in their operations 
to strict mutuality or co-operation. 

Order-in-Council P. C. 8725 
In the mandatory provisions of the order-in-council the 


word "Co-operatives" is used to describe "organizations 


organized and operated’on a co-operative or mutual basis 
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and organizations claiming to be Organized." 

The order states that there is doubt as to the general 
principles intended to be applied-and the effect of the 
Income War Tax Act and ixecess Profits Tax BOC DOR Wry rss 
Lationship to such organizations and that this doubt has creat- 
ed serious problems in connection with the administration of 
the taxing statutes and a measure of uncertainty in the busi- 
ness operations of some of the co-operative organizations; and 
that a public inguiry should be had in respect of the com- 
parative position in relation to taxation under such measures 
of persons engaged in business in direct competition with co-~ 
Operatives. 

The Commission is consequently directed to inquire into the 
matters set out in (a), (b) and (c) of the Ord er-in-Council 
and to report all facts which appear to it to be pertinent for 
determining what would in the public interest constitute a a Rkos om 
fair and equitable basis for the application of these taxing 
measures to co-operatives and persons other than co-operatives, 
in respect of methods of doing business analagous to co- 
Operative methods, and to make recommendations for the amend- 
ment of exdsting laws as they may consider to be justified 
in the public interests. 

types of Mutual Insurers 

A.- Mutuals operated in accordance with the principles 
of mutuality: 

(1) A, B and C agree among themselves that all wis. 
insure each, and for expenses of operation and upon the 
happening of a loss, each will contribute upon assessment. 

In such case there is no taxable income. 

(8) A, Band C may incorporate and the corporation 

may act as a medium to incur the necessary expenses for 


operation and to collect contributions from A. Dead C toe 


oh : ae) \wahiniole ace 


r, ithe aa a bie? aes rakes de « 
beh) “sit anes ne Noa ‘hea: AR 
z 7 a hi cAnh in | a plata’ 


. Deere bi Re ? ae mi eae oy heals mee teh 
tg baa Ue Me Aiea ci + Naas ae iret, 


«s 
rs q 4 + ea dats ae 

Tee) ts ied ae Le gations. ee ee mit, SL 
= EMA eet ied, ee BEAU gy ak Cs eee 
Ee)! ONS Oy Migeatin le ton. gaa eh es bitin ts hho %: ‘982 
sta a Me ee i : g ae 7 Ee ; my i’ Es 
2 at ayy Pa aoe “i ch CAG ' ' sad : Te ks Be ass read a el ovikie 

Pa eee uke Vyeerageuenl Gane sE he Od ao : 

aie ot eae cae wy a = : ‘ a 
eee ae ayn Te eet jks) MS sant ke ih ae 

. AT fas | Beg ue Ser ? a 

Maen Eh os . i 
: Pre My, 9 ; : . 
; ’ a ; ah a Vagos mee “obi 
* yt | Pee ere! ; 


cee e : Pat os ad | oT by Baa 0 vi S\bous en ieee 


SiadéoWd te) See. t4y . EA Bee Pret 


fo AA ec et et ae ' nn as at 
: righ ‘ ips : ie ; ’ 
Gah e o ani : j : ee oe ee as 
= Sh wos . = , n ~ how te 
. 5 > J , 7 a me es ak? RFE goth Pa ee ae ‘n pe) 
7 y ye eis Si iy ee el re Be Re i bY eC OARS 
, z m > > < é : ‘ - 
a a Pca \ : . 
a i “ wae - : v 5 = i ae, 
‘ : : ) . es ty 4 
- “ * ' { ‘ \ ; wn Pe Eee i, p@ ~ 7 p 
a) fl Fae, oS De Winn lined 
” $ ; . ect : 4 i 
. - . ‘ . os ~ - 
' iro 
y ag v is 
1 ? est ; ‘ 
sey ‘ CO Gee Tactart fad a eas 
. = 
" P , J 7 * ¢ 
- 5 a 4 
‘ ae * abla : Fa “4 J 
. | iu of) S29 O0esOy yt Cee 
* i ry 
¥ met f : r : dam 
a 3 \ 5) an 
; wy 2 sy ry Wy = ee 5 ta an 
: : 20 2) oy oO GIS 2Tke Cee 
if 
‘ A ; by ~ 
* P ae av ‘i rl Ta! 
anion 
¢ 
Fi 4 
‘ r ®) ian hi ¢ 
4 fa as : Ss ae 
ers [ ‘ s X 
p 
- y & ‘ 
s ~ he + s ? ‘ 
‘ + as aad SF 
r ‘ ve 
; ' 
‘Caee vig 
\ ae Sides 2 
= aha 
a thy i 
t fi ; 
* 
- 
: 


i ' 
. 4 a ah 
: / 
rf : rf 4 
‘ oon 
| fm 
oo 
> ak | 
; Cc. t 
' 4 r 
‘ f aa 
3 hoe 
i ‘ne 
7 nPOD 
oe “ u 
: a - + ae hae 
as | 1 a is . ; 
a te i» 
% * a) ©: Ph ’ 
. ie fos * z eb iine er ie 
' D' ‘' 
¥ 
. i } wh 4 -/. ‘ fet sin 
, im i Rie te ita 
wt ¥ a ' 
ce + a= * 
fj ‘ - 
1. 2 Ch he e 
te - ; 
“4 4 ~ J 
% [ % we 
Pe <a e Fah a eer 
4 on ¢ . o <4. 35h iy = o 
of. ' ' ai fulitin. Sot 
h Oe set? aa , 
’ % s. 
¥ ‘ $ 
Pie h eo: ‘ Ao te 8 
tal p ‘ bait Lit * 
oe “i be ‘ fam hE as 
H y oy 


-6250— 


common fund. Under such circumstances the surplus of con- 
tributions over losses end expenses is not taxable income 
(see Jones vs. South-West Lancashire Coal Owners Association, 
Ltd. (1926-27) Tax Cas. p. 790.) The revenue from interest, 
dividends, rents and other sources, such as re-insurance 
premiums, etc., however is taxable income in the hands of 
the corporation, inuring "to the profit of" the members. 

(3) A, Band C may, instead of incorporating, appoint 
an individual to ee as avvorney-in-fact..) MTnieit yee or 
organization as in (2) above, has income from interest, 
dividends, rents or other sources, such as re-insurance 
premiums, etc., which is taxable ag income, although under 
sdministrative prectice this income is not assessed. 

B- So-called Mutuals with taxable income: 

(1) Those organized under Provincial Insurance Acts, 
which require the subscription of capital to a minimum amount: 
viz: A, Band C subscribe the capital and when the required 
capital has been secured the company commences to carry on 
business as an insurer. The company, ones qualified to 
operate, then deals with anyone who is prepared to take out 
a policy for cash or render himself liable to assessment. 
The underwriting profit and all other income of such company 
is taxable. 

(2) Such compenies so organized have extended their 
operations in such a manner that their members ag a group, 
being the owners of the company, have the company issue “non- 
assessable’ policies to the public generally. 

Therefore, A, B and C through their corporation are 
engaged in a business venture in exactly the same way as the 
Shareholders of a stock company, and the underwriting profit 
and other income of the corporation is taxable; some such 


companies have now no assessment members, their total 
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business being on the cash basis only. 

PS) rin the Province of Quebec there are several companies 
known as Stock Mutuals, which up to 1940 were not assessed 
to income tax, in spite of the wording of section 4 (g), which 
excludes from exemption "Corporations having capital represent- 
ed by shares." We believe that these companies now are 
Ssscsseq.On their: total income, except with respect to under- 
writing profit on their so-called mutual business. The 
exemption however applics to corporations that qualify for 
exemption and not to the alleged nature of the business trans- 
acted. 

(4) The Province of Saskatchewan has made provision 
under part XTA of its Act for the éncorporation of "(Co- 
operative Insurers". The main distinction between a company 
incorporated under that section and a company incorporated 
poder part XL (Mutual Insurance), is that the company under 
part XIA may be organized on a joint stock basie, “Willen em 


cludes it from exemption under 4(g). 


C - Foreign Mutuals: 

Forcign Mutual insurers may operate on any of the 
bases mentioned above or variations of them. 

We suggest it is possible that a Mutual Insurer 
having accumulated karge assets and reserves might adopt an 
underwriting policy of curtailing its business so that even- 
tually the board of directors alone would be the sole policy- 
holders or members. Under the present practice of assessment: 

(a) The corporation would not be assessed for income tax: 

(b) The directors would receive insurance in perpetuity 
Pres 0 cost: 

(c) They could have returned to them an annual payment 


as dividends on their policies, their proportionate share of 
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the carnings on the investments of the company; and, 

(ad) Such payments being policy dividends would inure 
to the benefit of the directors free of income tax in their 
hands. 

On the other hand, if they so wished, they could wind the 
company up and receive their proportionate share of the 
accumulated assets and eserves, irée from Income tax, 

The Income War Tax Act -- The Excess Profits 
Tax Act, 1940: 

To a material extent, both measures in their taxing sect- 
ions are sufficient to meet the intent of Farlkament, namely, 
taxation of income and excess profits. 

Income: 

Income is defined in Section 3 of The Income War Tax Act 
as the "annual net profit or gain or gratuity", ete.,; from any 
source whatever; consequently, all income is taxable. 

The Excess Profits Tax Act, 1940, (section 2 (f) defines 
Profits in the case of a corporation, as being those deter- 
mined under the provisions of The Income War Tax Act and 
(section 2-(g) defines income in the case of other taxpayers, 
Similarly. The latter Act however ig Appl doable only Lo 
persons “carrying on business in Canada." 

Exemptions: 

The exemptions by the use of the word "income" seem to 
establish that all persons enjoying annual net profits and 
gains, unless exempted, are assessable to tax thereon under The 
Income War Tax Act and that all persons resident in Canada, 
carrying on business therein, are subject to tax under both 
measures, and are the fohlowing: 

Under Income War Tax Act: 

Sec. 4(g). Mutual Corporations - The income of 


mutual corporations not having a capital represented by shares, 
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no part of the income of which inures to the profit of any 
member thereof, and of life insurance companies except such 
amount is credited to shareholders! account. 

Sec. 4(i) Farmers Associations ~ The income of such 
insurance, mortgage and loan associations operated entirely 


for the benefit of farmers as are approved by the Minister. 


Under Excoss Profits Tax Act, 1940: 

Bec. 7(a). ‘This section includes the exemptions 4 (g) ana 
4 (i) of The Income War Tax Act. 

Sec. 7(c). The profits of taxpayers other than corpora- 
tions if the profits in the taxation period do not /exesed 
85,000.00 before payment to partners or proprietors of salary, 
interest or otherwise. 

mec w CAS Similar Provisions in respect of small corpora- 
ei0n Dror its. 

Administration of the Taxing Acts 

It will be seen at a glance that the taxing laws as at 
present in force are SUL ficient, if diligentiy applied) ito tax 
all incomes of all persons including Mutual Insurers, both 
in respect of income when persons are not "Carrying Jon 
business” and in respect of income and excess profits when 
they aree The administration of the exemptions however in The 
Income War Tax Act, Sections 4(g) and 4(i) and in The Excess 
Profits Tax Act, 1940, Section 7(a), 7(c) and 74 seems to have 
lost sight of the fact that all Mutual and so-called Mutual 
Insurers operating in Canada can and do have taxable income 
and excess profits. 

In administering the law howevef it is not realized that if 
any Mutual Insurer has income that that income must of necessity 
inure to the profit of its policyholders, or members whether 


distributed, put to their credit or into a reserve Sccount. 
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These organizations are senna to realize income and they are 
in fact carrying on business -- consequently are taxable under 
both measures. 

ft should be noted that the term "carrying on business* 
as used in the Excess Profits Tax Act, 1940, has a very much 
broader meaning than the word "trading" commonly used in 
England. The latter implies dealing in merchandise while under 
our legislation the words "carrying on business" impby doing 
practically anything which results in Prorits, Or wate. 

Mutual, co-operative or co-operative owned or controlled 
insurance corporations which enjoy income and are carrying 
on business in Canada have not been assessed to income tax 
and/or SxCess profits tax; as regards unincorporated insurers, 
neither they as bodies nor their component members have 
been assessed to tax on the annual net profits and gains 
either of the body or of the members individually. 

Similarity Between Mutual and stock Insurance 
Operations 


In general: 


4 Mutual Company A Stock Company 
before transacting any insurance before transacting any 
insurance must: 

must: 

1. procure incorporation 1. The same. 

ee have sufficient working eo. Dave sufficient para 
capital by membership sub- in share capital to meet 
Sceriptions to mest the de~ the deposits required by 
posits required by the the respective acts. 


respective acts; at this point 

no insurance is in effect. The same. 
5. Procure a licence from the 

Superintendent of Insurance 


to transact the business of 


insurance. 5d, The. same, 
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4. begin the insurance business, 4. The same. 
os procure additional capital’ to ie The same. 
be paid in or make sufficient 
profit the first year to meet the 
unearned premium reserve after the 
first year's business, 
6. maintain similarly the necessary 


reserves thereafter. 6. dhs same, 


Both classes of investors are then entitled to a fair 
return on their capital from the profits of the business capable 
of being undertaken only after the required Capita. ito de 
business has been provided, but only after Income and Excess 
Profits Taxes have been paid on such profits. No distinction 
can be made between assessments on capital stock not fully paid 
up and assessments on mutual subscriptions not fully paid up; 
Nor between a partly paid stock certificate and an assessable 
HOLS Or subscription. 

Any part of a Mutual obligation may be allocated to 
Capital reserve exactly the same as a Shareholder's obligation 
is allocated to capital and a Mutual member is entitled to 
a fair return on capital, not as a policyholder but as an 
investor, the same as is a sharcholder, out ef the nes 
divisible profits of the Company and at the discretion of the 
directors in both cases. 

As soon however as insurance underwriting begins, the 
insurer has started the business enterprise for the carrying 
on of which the capital has been procured and through which 
income and profits are to be realized. 


Ags to the Use of the Term "Mutual" in Insurance 


All insurance contracts are in essence and substance 


"mutual" in the wider sense of the term, since it is the premise 
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iums of the many that pay the losses of the few. It is only 
incidental that in the case of Joint Stock Companies the 
original capital is subscribed by “shareholders while the 
Original capital of Mutual insurers is subscribed by "members", 
Subsequent accretions to assets in both cases is the result 

of skill in management and inures to the benefit and profit 

of the suppliers of the capital as well as to the policyholders, 

The capital and reserves of both types of companies are 
the property of the Corporation, in the assets of which inthe 
one case, the individual shareholders of the moment, and, in 
the other case, the individual policyholders of the mome nt, 
have "a right in respect of but not a right to." The assets 
in both cases are liable for the debts of the corporation and 
are disposable in the discretion of the directors and not of 
any individual shareholder or policyholder. 

What mutual interdependence is there among assureds having 
risks in the same or different classes of business located from 
one end of Canada to another, and even beyond the borders of 
Canada, few of whom are known to each other, few of whom attend 
an annual meeting of the corporation} all of whom are only 
interested in securing their insurance at what they consider 
reasonable cost to them? 

What mutuality of interest can there be between insureds 
of a mutual corporation, one buying fire insurance on hig plant 
in Nova Scotia, another buying autWomobile insurance on his 
automobile fleet located in Winnipeg, and another buying 
fidelity bond cOverage on his employees domiciled in Vancouver? 

What mutuality of interest can there be between a farmer 
insuring his farm house and outbuildings against destruction and 
the large corporate manufacturer insuring his plant and equip- 
ment valued at a hundred or more million, or the insured which 
is a crown corporation or a4 provincial Z0vernment or qa municipal- 
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The fact is that betwoen the mutual insurer and joint 
stock insurer there is little or ho difference in method of 
Operation. 

income of Mutuals 

A Mutual Insurer must have a surplus of receipts over 
expenditures each year, unless it has a deficit. 

This surplus is income: 

(a) Interest from investments of the reserve or surplus 
Funds’ is income of thé Corporation: (this. is freely edmt tea 
under all systems of law and jurisprudence); 

Poy Fae surplus of premiums and assessment receipts 
over losses and expenses is also income and is "annual profit 
or gain from any other source;" 


Govier s Let, Ogee ss. ) 


(a) It is the absolute property of the Corporation: 

a legal entity entirely different from members or sharcholders: 
(Salomon vs. Salomon 1897 A.U. Voges) 

(b) The disposition of the surplus or reserve. in the 
discretion of the Board of Directors or other named adminis- 
trative body. 

(c) In qa mutual organization, to maintain the right with 
respect to any distribution of income, an assured must be a 
policyholder or member at the time of distri pupion: thes term n= 
athbon of 4 policy! contract extinguishes all rights not only 
under the contract but .with respect to the accumulated assats 
of the Corporation. The same maintains mutatis mutandis, in 
the case of a shareholder in a stock conlpany; 

(d) The assets are attachable by the creditors of the 
corporation but not wy the creditors of the policyholder or 
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Dividends to PolicyHoldérs Cannot be 


Deductible ag Expenses 
SY AS PC NS CS 


In distributing Operating surplus by way of dividends 
to members, it cannot be Said that such dividends are deductible 
as expenses because the company calls itsclf "Mutual" any more 
than they could in the case of a stock company. 

The term "cost" or "cost of insurance” in the case of 
any insurer can be ascertained only with respect to its total 
business over a fixed Perlod of time: an Insurer ean only 
arrive at such a conclusion by totalling the losses ana 
ecxpenses over a fixed period of time ana calculating the net 
earned premium income for the period and setting the one 
against the other. If they are equal, then on the average 
the premiums were precisely estimated. It would be putting 
coincidence to tao Great a test td expect any degree oF pres 
cision with respect to each . and every branch of the 
business written, i.e., Fire, Automobile and the several 
branches of casualty. To suggest that within each of the 

in 

classes of risks/for example, Fire Insurance, that the 
premiums for farm, mercantile ana manufacturing business 
written, had been likewise precisely and accurately estimated 
to meet the actual costs, is beyond the realm of possibility. 

It is clear that for some risks more is paid than is 
necessary to carry the class as such, while for other risks 
less is paid. Thus the surplus paid by some insureds Ts Orr 
set by the deficiency of others; but in paying dividends 
elther to policyholders or shareholders this is not considered, 
In mutuals some policyholders because of membership get the 
advantage not only of obtaining rheir insurance at a rate 


inadequate for the class, but of getting a dividend for so doing, 
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Consideration of the time element in insurance contracts 
likewise confirms the impossibility of ascertaining the cost 
Of carrying SACenn ity. VPAli cies are written every Gaya bie 
year and losses occur Cvery days The insurer must use 4 
fixed poriod in which to calculate the surplus, say from 
January 1st to December 3lst. The losses that occur during 
that period but prior to a person becoming a member affect 
the return that he will TSC61 Ves on the other hand, his pre- 
Ilium will affect tho return of those who were mMombers anytine 
during the period. 

Not only are policies written and expire any day of “the 
year, but they are written for varying periods, usually 
from one to three years. Furthermore, they are cancelled 
during currency by cither party and at different rates of 
return premium, depending upon whether the insurer or insured 
cancels. In the former case unearned premium is returnable 
On a pro rata basis while in the latter case, the insured 
bays a penalty for cancellation: this penalty inures to the 
profit of the members who remain. 

It is therefore impossible to say that a dividend is a 
return of excess of estimated GOSt Over actual cost. The 
actual cost being impossible to ascertain, it cannot be said 
that a dividend is a return of excess of estimated over un= 
ascertainable actual cost. 

From investment earnings current policyholders derive a 
benefit. To the extent therefore, that such earnings are con- 
Sidered in calculating the profit and loss of a Mutual Insurer, 
they distort Say errort, “ruabite though it be, to establish the 
actual cost to the insurer of carrying a risk, otherwise the 
cost of carrying q risk with an investment fund of five 
million dollars woulda be considerably less than the S0St ‘or 


carrying such risk by an insurer with an investment fund of 
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five’ thousand dollars. 

Many mutuals issuc what is known as "non-assessable 
policies." Such policyholders are not members and have no 
liability beyond their premiums and no hope of future divi- 
dends as members, 

On "non-assessablc" business there may be a profit and if 
so it inures to the profit of policyholders who are membors. 
The, Portion of) the profit on non-assessable business paid to 
a member (the assessable policyholder), is indistinguishable 
from a dividend paid to a shareholder of a stock company. 

The assessable policy as ‘aq group, like shareholders as a group, 
are therefore engaged in a business venture that may or may 
hot bproduee.a profit. 

It 1s common practice for Mutuals to cede and accept 
reinsurances to and from othor insurers. These are commercial 
transactions with non-members the same as if carried out by 
a Joint Stock Insurer. From such transactions, the Mutual 
insurer may make a gain or a loss. The axe ae CWURMEC MUTE Wah aie je hE 
appear in its surplus, part of whuch may be distributed to 
members, or form part of the reserve held for: their peneris 
OF Prorat. 

Therefore, the dividend paia by a Mutual Insurer to a 
Membere is Not.a, discount. -- a repayment of excess of estimate 
Over actual cost of carrying the indemnity of such member -- 
but it is an arbitrary allotment of profit froma business 
venture. 

Exemptions Amiunt to a Government Subsidy 

Mutuals being free from tne on their surpluses and 

O 
investments can afford to allocate/the members and other 
assureds the amount of which the state has been deprived by 


Teason of the exemptions. 
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The effect is clearly a state subsidy in favour of 
Mutual Policyholdergs or members, and is class discrimination 
to the disadvantage of all other Canadian taxpayers. 

MAEM Se celta hs 

Here it may be well to indicate that it is only within 
the past twenty-five years that Mutual and so-called Mutual 
Insurance organizations have developed to the stage of vast 
commercial enterprise; this Situation has come about pro- 
gressively because of: 

(a) Gradual and unobserved departure from the field of 
true mutuality; 

(ob) Failure on the Part of administrative authority 
to appreciate the progression into the field of commerciality; 

(2 Politieal: consideration involving the Leavour ing or 
&. vast body of individuals; 

(d) Failure by the legislature to examine the subject 
with a view to equalizing the tax burden on all taxpayers 
in the same or similar categories of business, 

(ec) Insufficiency of localizéd tax inspection ana 
determim tion. 

Method of Procurine Capital for "Mutual" Oporations 

Mutuals Operating in Canada like any jointletonr company 
do and must have capital before they commence to "carry von 
business." 

In all the provinces mutual insurers carry on business 
Similarly to joint stoek companies. The respective Provincial 
Acts invariably use the terms "carry on business", "incomo”, 
"earnings, ""profits™, "surplus", "reserve, Nassets™, ete, 

The effect of all the legislation with minor exceptions, 
is to require mutuals to have capital in some form before 


being issued qa "licence to carry on business." 


Mutuals as conditions preceding to operating must: 
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(1) Have in hand a given value in assets in the forn of: 
(a) cash and securities and)or; 
(b) contracts by members to pay, called "premium 
notes." 

(2) Make a deposit with the province (unless Federally 
licensed when the deposit is made with the Dominion Stperin- 
tendent. 

(3) Procure a licence to "carry on business." 

(4) Set up a capital reserve or guaranteed fund (in which 
no member ever has an interest except upon liquidation], com- 
posed OF 3 

(a) assessments of a percentage of members! notes; 
(b) subscriptions to guaranteed stock. 
Mutuals must thereffter: 

(S) Maintain their unearned premium reserve fund accord- 
ing to the amount of insurance written and from time to tine 
supplement their deposits (2) 

(6) Maintain their capital (4) reserve by assessments 
from time to time. 

(7) Maintain their general capital assceys as required 
by the Superintendent. 

None of the above has any relationship to the undertaking of 
insuring obligetions, it covers merely the foundation or 
material upon which the structure of an insurance enterprise 
is to be built. 

It matters not that a’ potential insurer in a mutual 
company gives a note for an amount admittedly many times 
greater than the premium, with the understanding that part of 
the proceeds is to be applicd to capital reserve and part on 
account of the premium on the risk any more than if the same 
person gave a note to a Joint Stock Insurer with the under- 


standing that part of the proceeds could be applicd to his 


EP Bl bce et 2 ig a any 


Pied Gals 


sey nh ay au 


Aitov'> ag wee vishal Lit. dee le 


+ 
_— 


‘a ear 7) 
; debe Dae iat Re iT. 
a Pykee bho: me “oe 
ay) 
‘%; PVOROR, at tigen ii Paella nee 
Pi | hadnt: . Ray Ate he ne ‘oan he ei a 
iP Nat ae phos | 


oat, £ tne Rae re 


a itd pid Ae me 


i;* ES + ; = y 
me EMER ESL Mp Oe inte aa i 
| = of ay! 

Late a ae" j oP? - t atlas Ae) Pa Pee ig 


— wy y 
rw ert erm tl he hi art * ed aa 

( % ye v] 4 Sie qj (aoe ocala 

a | 

Rw { mh vi 4 


i 
rp 


j y . : ; 
ower 2 pe ae see 
bh 6 ee ADRS lee 5 bat baapber ACRE 
a *> ah) She) : 
’ 


"1S BEE Sie cat Tae ee 


ad 


D 
a 


\ ok the, aoe nee 
wee | Oil! Te eas oi py 


: 
7 


-6263~ 


stock subscription ana part to his premium, In other words, 
what an assured of aq Mutual pays in cash or as an assessment 
On a note as the c onsideration for the policy, is sonething 
distinct and different from Bis subscription to the Bape en 
of the Mutual, which latter subscription ig in fact an asset 
of the corporation and tho insured's investment in a business 
enterprise. 


Mutual Organizations are Beparate Legal Entities 
a  eeparate Legal Entities 


A mutual corporation Of “association ts an entity distinct 
from its members, (Salomon V, Salomon “(H.L. } 99 Peas Dieter) 
They are independent organizations formed for the purpose 
Of Moarryits ori business" for the burpose of gain, 
(Arthur Average Assn. Ex parte Hivos & "COs 
2) Ch. App eae (1874-75) 
(Padstow Total Loss, etc,, 20 Ch. Dw. (188L=82) ip, 721, 
(Cornish Mutual Assn. Co. ve. Th. Ray.) (988) A.C.p.281) 
(Municipal Mutual ins. Woden. Hae (1932) 16 Tax cas, 
4.30 ) 
As an entity distinct from its Members, it of itself is 
Subject to tax. 
(Cornish Mutual Assn. Co. Ltd. vs. In.Rev. (Supra) 
With respect to transactions with non-members, viz., 
returns from investnents, re-insurance contracts with other 
insurers, and the issuance of policies to non-members there 
has never been any doubt in England as to a Mutualts liability 
for tax since such liability has been either conceded by the 
taxpayer or imposed by the Courts. 
(N.Y. Life Co. vs. Styles (1899) 14 A.c., 381) 
(Municipal Mutual Ins. LU VET oe (Supra). 
If income is earned, and Mutual Insurers in Canada do earn 


income both with respect to transactions with members and with 
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non-=menbers, it matters not whether the income is disposed 
of to members ag policy dividends or otherwise; it is subject 
to tax. The destination of the income earned is immaterial. 
(Mersey Docks ana Harbor Board vs. Lucas (1883) 
Sasol yp. Bol.) 

With respect to transactions with members, some trans- 
actions may be exempted but only where the Corporation acts 
as an agent for its members, 

Styles' case decided that in life insurance when there 
was an undertaking to Tepay contributions made by members if 
they proved to bo Steater than newssary, the surplus was 
not taxable income. 

In considering this case the distinction between life 
insurance and other classes must be appreciated. Statistics 
and actuarial forma permit of a close estimate SENG ohne 
cost of carrying e life insurance risk, since apart from 
heglect to pay premiums a life policy must Al yevaroenonns a 
claim either for: 

(1) the cash surrender value; 

(22) the value At ¢he end of an agreed period; 

[tia On death, 
so that periodical calculations as to cost can be made with 
reasonable certainty. On the other hand, other classes of 
insurance deal only with probabilities, not certainties, and 
no such calculation ean be mde with accuracy. 

In the other than life field it has bea@m hela that where 
the members contribute to a fund in the hands of the co rpor- 
ation and the fund by agreement belongs to the Members in 
Proportion to their respective contributions, the company 
is merely a depository of funds Placed in its hands undor 
certain conditions and are repayable upon certain terms. 


- In the case hereunder referred to the company was merely 
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a corporate agency to administer an agreement made by 
certain coal mine operators with a common interest in protect~ 
ing themselves from employers' liability claims: 

(Jones vs. S.W. Lancashire Coal Owners Assn., Ltd. (1927) 


Fe. BE5\) 


The common test of mutuality that there must be "complete 
identity between contributors and paryicipators" (Hills' case 
Supra) is not met by any Mutual or Reciprocal insurer in Canada, 
and would only be met were A, B ahd C to agree among themselves 
that all will insure each, and for expense of Apevenion and 
upon the happening of a loss cach will contribute upon assess- 
ment. 

Suggestions ag to Administration 

The Commission has before it the reports of the Ritchie 
Departmental Committee, 1905, the Royal Commission 1919-1920 
and the’ Lord Chancellor'ts Committce 1932-33, so that we will not 
refer to these reports in detail. 

Inasmuch however as Mutual and Reciprocal insurance 
cannot be completely governed by the rules applicable to 
merchandising co-operatives, we suggest the following modi- 
fications of the Income and Excess Profits taxing measures 
as regards Mutual and Reciprocal insurers: 

(a) that all exemptions from taxation with respect to 
insurers in the other than life field be eliminated; 
(TaWiegs Act 4(¢) and (i); 

(ob) that the tax on income and profits in respect of 
unincorporated bodies such as Rawimencala teeta and 
Inter-insurers who act through an Attorney-in-fact, be 
assessed to income tax upon the respective members, and 
that the Attorney-in-fact be assessed to income tax and 
excess profits tax in respect of the income and business 


profits of such organization remaining in his hands; 
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(c) that the recognition by Parliament that recipro- 
cals and mutuals enjoy am advantage over the stock companics 
appearing from the differcentiations in the premium tax, 
enacted by Sections 14 (1), (2) and (3) of the Special War 
Revenue Act 6 and 7 Geo, VI, Ch. 32, See. 5, beveliminatad 
as being in no wise en equalizing measure and consequently 
that such sections be repealed; and/or that all insurers 
be put on an equal tax CoOOU Mies 

fd) asehoet tive Commission recommend that the administra- 
tion of these measures be brought “in so far ‘4s’ possible, 
into harmony with the provisions of the administrative 
sections of the Income Tax and Corporation Profape wax 
branches of the British Legislation. 

Refcrence to Appendices 

Appended hereto are Schedules "A" to "Gt" showing the 
highly unfair competive advantage Mutuals and seb ee cie 
enjoy over Stock Companies and the CONS eqvuient {boss To the 
National Revenue. 

_ These figures are taken from the respective official 
blue books and we venture the suggestion that it would be of 
advantage to the Commission when it sits in Ottawa to hear 
Mr. George D. Finlayson, C.M.G., Dominion Superintendent of 
Insurance, in respect to these figures. 

Schedule "H# is a graph, the notes on which fully 
explain its purpose. 

The Commission has had the advantage ol a very eral t 
brief fyled by the Income Tax Payers' Association, so that 
it will not be necessary that we repeat the reasoning of 
that body, which we adopt as ours in so far as its reasoning 
relates to Mutual and Reciprocal organizations. 

In conclusion we draw the Commission's attention 


to the fact that while this brief ig Tyled.On behalf of 
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Joint Stock Componies carrying on business on the cash plan 
only, there are necessarily to be excluded Joint Stock 
Coripanics carrying on business on the.¢agsh plan which 
allocate part of tho profits to sharcholdersg qua shareholders 
Oo. Lar Lo policyholdars qua policyholders, and claim exempt- 
ion from taxation on their incomes and/or profats on the 
6round thet they are Co-operatives or Mutuals. 
Respectfully submitted 

J. A. Mann, K.c, 

Montreal, 3rd February, 


1945, AsiGeslic Ham, 


Aine Gooffrion, a Gas For the Joint Stock Coripanies. 
Counsel. 


Supplementary Submission 
One beha Lr or 
Joint Stock Compa nies carrying on in Canada 
the business of Fire, Automobile ana Cesualty 
Ineurance, on the Cash Plan Exclusively, 
(except those Ce am ie exemption from taxation 
on the ground that they ars Mutuals or Co-operatives) 


"Apart from the hecessity-of commenting on the sixteen 


) 


STounds suggested as sound Lor differentiating in taxation 
between Joint Stock Companies end Mutual and Reciprocal 
insurers, this Supplencntary brief is made necessary because 
Of the fact that the submissions filed on behalf of The 
Factory “utual Fire Insurance Companics, The Ontario Gagh 
Mutuals, the American Se ele teed Insurance Associstion and 
the American Mutual Jlliance, cach attack in one way or 
another the Joint Stock Companies carrying on business 


in Canada, 
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¥PSUT ol 
With respect to Grounds alleged as a 


basis for Tax Discrimination. 


"The following grounds are allegod in one or more of the 
submissions of the Mutuals and Reciprocals in support of the 
contention that Mutuals and Reciprocals should not be liable 
to tax under the War Income Tax Act or the Excess Profits Tax 
Act. 

1. That the nature of the ownership of the Corporation is 
the Determining Factor as to whether a corporation is subject 
GO tax: 

(a) Factory Mutual brief, p. 4: 

"being wholly owned and controlled by their 
insured members." 

(bo) ‘Factory Mutual Supplementary Brief, p. 8: 

Vinetaxation matters, it is quite as wrous Go 
regard corporations as separate from their 
ownership and control as it is to assimilate 
corporations which have different social and 
economic, purposes, to serve." 

(ajhn Ontario. Cash.Mutual Brief, p..St 

vA mutual company is the creature of and is owned 
by ite policyholders only." 

(a) American Mutual Alliance Brief, p. 3: 

"The members own the mutual company." 

(e) La Societe Mutuelle Brief. p. 3. 

"Those companics are constituted by persons who 

have united without any intention of gain; vue 


with a view only to protection." 


IT IS SUBKITTED: 


(a) That the control of the corporation by the membership 
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is not in fact an actual control, in spite of the statement 
to the contrary contained on page 7, Factory Mutual Brief: 
"The number of policyholders ig small cnough to ensure that 
the responsibility of the management to the policyholders ig 
real and effective." 

(1) The large membership prevludes the likelihpod of well 
attended meetings - 837 risks in Canada alone. (Factory 
Mutual Briwf p. 8.) 

Pa} Phe use or proxies at meetings lessens the certainty of 
control: by the Inembership. (See section 8 Act of Incorpora- 
tion quoted p. 9, Factory Mutual Supplementary Bricf.) 

Rri2) Were it not for the number of subscribers involved 
and Ee Aner scattered it would not be hecessary.tor tho 
subseriber to pay anything until the end of the year's 


experience." (Reciprocal brief, p.3.) 


(bo) That the same membership of a Mutual corporation might at 
the same time be the sole shareholders of a Joint Stock 
Insurande Company which insured only the sharcholders; such a 
corporation would hot bo exempt from tax under either the 

I. W. T. Act or the Excoss Profits Tax Act on any such ground 
and furthermore the shareholders, if within the tax brackets, 
would be liable personally to tax on share dividends declared 
by such corporation, 

ic} That all Systems of law recognize that a corporation is 


separate from its members. 


Therefore, it cannot be said that the Particular persons. 
who own a corporation is in itself the test as to the liability 
of a corporation to tax. The only exemptions on the basis of 
Ownership of a corporation recognized by the I. W. T. Act 
are: 


Section 4(d) - Municipal undertakings; 
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Section 4(m) - Reciprocal shipping income tax exemption; 

Section 4(n) - Dividends from wholly owned subsidiary 
non-resident companies. 

And the maxim "inclusio unius est exclusio alterius™ 


applies. 


Le That a Mutual Insurer Deals Only with its own Members: 
io). raouory Mutual brief, ». 2 

"So far as the Factory Mutuals are concerned, these 
insurers have no insurance obligations to any per- 
sons other than their own members and do not collect 
premiums from any persons except their own members." 

(bo) American Reciprocal Assn. bpief, p. 2: 

"Hach subscriber gives a power of attorney to the 
common attorney to transact the necessary business 
oT (oienwene Lf." 

fel OBterao Cash Mutual, brief) pe 3% 

"is OWned by its policyholders only; it functions 

to protect its policyholders against loss." 
(d) American Mutual Alliance brief, p. 4: ‘ 

"very policyholder is a member of the corpora- 

tion and no policies are issued to non-members.” 
(e) La Societe Mutuelle brief, p. 2: 

"The associates are both insured and insurers. 

They are called upon, as insurers, to indemnify 
their associates in case of loss; as insured, they 
are entitled to an indemnity from the association 


if they become victims of qa loss." 


It Is Submitted: 

(a) That if the charter of the corporation or the statute 
under which the corporation is created states that all custom- 
ers are members, how in the nature of things could it be 


otherwise? 
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(b) That under such circumstances a proviso such as is found 
in section 4(p) I. W. T. Act limiting non members! business 
to 20 per cent would be meaningless. 
top That Ae whe snd S thelrésate 4s the same as that achieved 
by the Northern Alberta Dairy Poo} Limited. (See reply of 
Mr. Stanley to Counsel, p. 934 and to the Chairman of the 
Commission, p. 936,vol. 3, Official Reports of the Proceedings 
Of the Royal Commission on Co-operatives. 
boy) Theat cS type of mutual insurer where all On Dao ron ear 
business is written on a "fixed cagh premium" basis, policy- 
holders on such basis eS in the proper sense members of 
the corporation, irrespective of whether the memorandum of 
association or charter declares them to be SO, since there is 
moO liability for the debts of the corporation although there 
may be a right to share in the profits or operating surplus 
at the discretion of the board of directors, imesothe tease ior 
Lord Watson in the Styles case, 14 4.0.; S81, -1ls\net Tula: 
"Hach and every holder of a participating policy 
becomes ipso facto qa partner of the company with 
4 voice in its administration and entitled to share 
in its assets and liable for all losses and expenses 
incurred by it. 
(ce) That in the cawe of all Mutuals and Recifprocals, the 
above test is not met since the liability of the policyholder 
for losses and expenses is limited either 
(i) by being a policyholder on a "Pixcd cash premium" 
basis, e.2., Ontario Cash Mutuals, their brief pages 


e and 3, the American Mutual Alliance, their brief, 


(ii) by a contractual limitation of Liabilitywuin the 


policy itself, say five or ton times the amount of 
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the cash premiun, G.8. The Factory Mutuals, thoir Den De oO. 
The Reciprocals, their brief, exhibit dearer eG 

(iii) by premium note Of a policyholder for a sum certain 
velng = pereentage of the amount of risk, e.g., Le Societe 
Mutuelle, their DRO, Datu Ose elao pha examination of 
Mr. Barrott-Leonard, p, 587, volg 1, Official Report of 


Proceedings of the Royal Commission on Co-operatives. 


Therefore it cannot be said that thoge who are the 
customers or patrons of a corporation, is itself the test as 
to the liability of the corporation to tax. The cxemptions 
on this basis are recognized by the Statute: 

4(i) - Farmers Associations - must be operated entirely 
for the benefit of farners and be approved by the 
Minister. 

4(p) - Co-operative Companies and Associations = non 
mMcmbership Patronage must not exceed 20 Per Gent 
LAVA, Le 

4(q) - Banking Institutians - patrons must reside mainly 
within the provineo. 

Again the maxim “inclusio unius est exclusio alterius" 


applies. 


Oe ee PolicyHoldcrs of a Mutual Corporation are Self 
Insurers: 
This contention is repeatcdly made in the brief of the 
Factory Mutuals, Dsl. «, 4 ond Cp, el ote se 
(a) Factory Mutual Poet Ti. ce) 
“Mutuals end reciprocals are solft insurers." 
(b) Factory Mutual Brier, Oo. 21: 
"The only difference botween insuranee provided by the 
Factory Mutual Companics and the owner of Property who 


insures himself - that is, carries his own bisks' - is th 
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in the one case, the protection is provided in corpora- 
tion form whereas in the other it is done individually. 
In both cases they are self-insurers,." 
(c) Factory Mutual Brier, 0. 223 
Tish tUneCtIOns as 4 voluntery association without 
purpose of profit, all for the benefit and protection 
of its members, then there is no more reason why it. 
should be included within the provisions of income tax 
laws than there is to tax an individual manufacturer 
who carries his own risks - insures himself ~ and 
creates reserves for that purpose." 
(a4) Factory Mutual Brier, o.0ee? 
"In such circumstances adequate contributions to reser- 
ves are as proper and necessary deductions from income 


as are actual losses paid." 


It is Submitted: 

(a) That neither the TI. W.T. Act nor the Excess Profits Tax 
Act exempt funds of taxpaycrs appropriated by them for 

the purpose of self insurance. Such OPPropEiations. axvelinet 
deductible as expenses nor are the earnings on such appro- 
priations exempt from taxation. 
(b) That "A" is a golf insurer and plaées $10,000 per 
annum in the insurance fund; in orde to do so he must earn 
: LOO ree ; , 

PLO ,000 a el Oa eis lhe larger the Pid the 

higher the earnings on it and therefore the higher the 

tax rate against "As whole surplus, and the more Arr 

will have to earn to produce $10,000 net for the fund. 
"A™tgs tax bracket is higher by virtue of the earnings on 


the fund and will tend to increase with each $10,000 


deposit made into it, 


mae Ae: ere 
Von if a 


ho 


eae ho > Foi ihe 4 


i. 
. 7 " +. * 
: : 
| Lj 
eT) 
4%) 
hes 
> 
+ ' i 
. rs | 
5 
¥ % t 
, 
¥ os 
. ‘ 
f 
t y i 
me 
ef 
. 
* a ed 
a ; 
= bi 
’ 
sar 8 
7 r¥ 
' 
: 
U ab 1s 
F aheen* . 
2 
t 
- : t AM 
r é 
ru ~ j Hoar a f 
ii 
é . a 
5 
i ba J f 
2 . ri 
a 
: if 
i 4 2 yn met ae 7 
SAR 
G7 = 2 
a4 ayy 
he” } 
2 { . 
7 * et 
+ “ay 4 i) 
¢ a ha 
% . 
r Se 
- “ 
¢ a h 
’ 
H 4 . 
r, 
: + 
Sl : i - 
7 
i o & § 
* 
i 
eo A ke 'D.: e ~ 
‘" WJ sé 
4 
mI 
| 
es . 
. 
" 
+ . 
° ‘ 
= i 
j : cca io 


~6274+ 


(oy “Theyemer insures-inis Mutual, pays a premium of $10,000 
and this is deductible by "Bt as an expense, 

Because the Mutual is tax exempt, the earnings on the 
investment of $10,000 in the hands of the Mutual is free of 
taxation, 

Expenses of the Mutual for management may be paid out 
of the investment earnings and the balance is returnable to 
"BY and by reducing the $10,000 premium and expenses by the 
amount returned, "BY ig subject to higher tax, 

Byt "B"'s tax bracket was lowered by the payment of the 
$10,000 in premium and is only raised by the amount that is 
returned bo Sim, 

I.E. the interpretation of a Mutual Insurance Corporation 
between the taxpayer and the exchequer achieves a Saving for 
the taxpayer. On the other are the interjection of a cor- 
poration by "A" through the investment in stocks or bonds for 
deposit in the insurance fund adds the imposition of another 
tax. 

Therefore it cannot be said that this is a ground for 
exemption even if the allegation itself were true that "the 
Situation here is no different then is that of the individual 
wo insures himself, establishes and maintains a fund for 
that purpose, and invests it and receives income from his 


investment." (Factory Mutual Brist pep 2554) 


4, That the Policyholders act in Two Capacities, That -of 
Insurer and Insured: 
(a) Factory Mutual Brier; qicot 
"During the life of the policy, each deposit ig charged 
each month with its pro rata share of the losses and 
expenses and contributions to reserves, 
(b) Factory Mutual Supplementary Brief, p. 9: 


"It has often been said in adjudicated cases that in 
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mutual insurance companies, policyholders are both 
insured and insurers, That is true in the final analy- 
Sis in the case of the Factory Mutuals." 
(c) American Reciprocal brief, p. 8: 
"The attorney collects moneys from each subscriber which 
are placed to the credit of the subscriber and remain 
ther property of the subscriber. ‘The attorney deducts 
from this amount such sum as may be réquined to pay 
losses and expenses and provide necessary Teserves vaid 
surplus." 
(d) American Reciprocal Bricf, p. 3: 
"He makes a deposit out of which his proportionate 
share of losses and expenses is paid." 
(e) American Reciprocal Brief, p. 8: 
wihe liability of subscribers’ is ‘hot joint’ but several. 
Bach subscriber secures insurance in severalty from 
the other subscribers and is in turn liable in several- 
ty to each subscriber." 
(f) Ontario Cash Mutuals, p. 3 
"The mutuals came into being from necessity as a 
banding together of property owners whereby fire 
losses suffered by the few would be borne by the 
many. * 
(2) La Societe Mutuelle Brief, page 2: 


"The associates are both insured and insurers." 


It Is Submitted: 

(a) That this relationship does not exist in fact since 
the contract is made between cach policyholder and the cor- 
poration and not each pokicyholder with the other, save 
with a possible exception in the case of Reciprocals. 

(bo) That on the ohher hand, if it could be said that a 


policyholder does act in the capacity of an insurer, then 
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he in that capacity engages in a business venture supplying 
capital for such venture (Joint Stock Brief, p. 5.) 

(c) That the allegation referred to in section Sabove, that 
mutual policyholders are geclf LASUurers, Ls ineompatibile 
with the contention that such a policyholder is an insurer 


of his fellow members rather than of himsolf. 


Meret cre grit, 16 4 fact. that is policyholder or sub- 
scriber is an insurer, he is liable to tax on this activity 
under section 3 of the I. W. T., Act reading "income means the 


annuel inet hororit on gain or 


5 


aratulty” sss “aga beine 


profits from a trade or commercial or financial or other 


business." 


De On the alleged ground rhat agency relationship exists 
between the Policyholder and a Mutual Corporation: 
(a) Factory Mutual Supplementary Brief, p. 23: 

"The Factory Mutual Company is a corporate agency 

of the policyholder and indistinguishable from him 

and his interests." 
(b) Factory Mutual Supplementary Brief, p. 7: 

"Neither indeed have they any property or possess- 
ions to be taxed, except property and possessions 
belonging fin truth to some natural persons whose 
legal instrument or agent is the corporation. 

(c) La Societe Mutuelle Brief, p. 10: 
"The society is consequently only the depositary, 
the fiduciary of the savings made on the insurance 
transactions." 
it Is Submitted: 
(a) That this contention is ancompatible with that in 
section 5 above, i.e. that pokicyholders are self insurers 
Since to create an agency relationship requires two parties, 


not one, 
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(b) That there ig no ter, in the mutual insurance policy 


that creates the relationship of agency. 


(oc) That there is nothing in the conduet of the Parties 


that creates such a relationship. 


Therefore, it cannot be said that the said taxing statutes do 

not apply on this ground. 

(o) On thet Geouna That the "Form of Organization” ig the 
Determining Factor aS to Whether a Corporation ig Subject 
to Tex, 

(a) Factory Mutual Brier; p.094 
"The Companies have no capital stock and no share- 
holders." 
(bo) American Reciprocal Brief, page 2: 
"There are no shareholders or third persons inter- 
ested in deriving a profit from the operation Of. 
the exchanges.” 
(a) Wnotarvo cach Mutuals Brief, p. 3: 
"A mutual company is the creature of and is owned 
by the policyholders On bar ven Men bioen company on 
the other hand is the creature of and is owned by 
its stockholders," 
(d) American Mutual Bilitence Briet py 
"It has no share capital or shareholders." 


"The members own the mutuel company." 


It is Submitted: 
a) That under the statutes of the several Provinces of 
Canada insurers may be organized: 
(i) witi share capital 
(ii) without share capital (Mutual) 
and some provinces permit the operations of individuals 


OPerating under a plan known as Lloyds; 
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(b) That in cach case capital is a necessary condition 
precedent to the "carrying on of business", (See Joint 
Stock Company (a MC ae 

(c) That section 4 (g) I.W.T. Act does not exampt : 

(a) Mutual companics “haying capital represented 
by shares: or 
(ii) Mutual companics "the income of which inure; 

Coe the! profit: of any - member.” (See admission, 

Factory Mutual Bricf, p. 7): 

“WOuportion of the carnings of these companies 
remaining after broviding for operating costs and 
roserves can enure to the benefit of anyone other 
than the policyholders." 

(4) oPhet< Mutual ‘corporations do have inoeme: from: 

(i) investments; ronts, interests and dividends; 
(ii) re-insurance contracts with other insurers; 
(iii) penalties exactcd from policyholders for can- 
vellation of policies prior to Czy. 

(iv) surplus of premiums collected over losses and 

expenses paid out. 

(e) That all of such is income within section 3 of the 
tie lees AO. 

(f) That said mutual insurers are either persons 
"residing or ordinarily residing in Canada", or are "carry- 
ing on business in Canada." (section 3, Excess Profits Tax Act ) 

(g) That the policyholders of the moment, ise. the 
Owners of the Mutual company at the moment are not identical 
with the policyholders who have contributed to the assets of 
the company over the years. 

(h) That with respect to joint stock and mutual form of 
Orgartization, capital is necessary. (See Joint Stock Com- 


Panies brief, p. 9.) 
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(3) That in each case, capital either supplied by share 
subscription or earned reserves or both, is supplied by persons; 
(j) That the difference in form of evidence of 
interest in the corporation, (ise. a share certificate on the 
One hand and an insurance policy on the other) is not a sound 


poound Tor distinction in liability to: tax, 


Therefore it cannot be said that the "form of organiza- 
tion" is the determining factor. The real test as to lia- 
bility of a mutuel corporation to tax is not the "form of 
organization" but whether the organization is a resident of 
Canada or carrying on business in Canada and if SO, whether it 
has income from any source and if it has income whether it 
"inures to the profit of any member" of such organization, 


unless otherwise spef@ifically exempted by the statutes. 


Ve On the Ground that the "Purpose" of the Organization is 
the Determining Factor ag to Whether a Corporation is Subject 
wie veh oe a 
(a) Factory Mutual Supplementary Brief, a Tee 
eee epoan i Srdquality of taxation, in such a variety 
of form and purpose of business organization, is over- 
PMOL Ulloa ton. sist 
(>) Factory Mutual Biter 2 eo eae 
"Mutuals and reciprocals are self-insurers, organized 


and- conducted by policyholders for their own benefit. 


-_— 
QO 


heciprocais, brief, py-2: 

"Their purpose is to provide a high degree of security 

to the subscribers at the minimum of cost.” 

(a) Ontario Cash Mutuals, brief, p. 3: 

"A mutual company seeks to give protection and reducé 
rates as nearly to cost as possible.” 


(e) American Mutual Alliance oriet.: ty Bs 
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"The mutual company member is interested, first 
in the insurance fund being sufficiently solvent 
to provide sound insurance protection and, secondly, 
in securing his insurance protection at the lowest cost" 
(f) American Mutual Alliance supplementary brief, p. 3: 
"The test, it is submitted, is and should be not 
what the company calls itself but rather what the 
intention was from the outset.™ 
(g) La Societe Mutuelle, np. 3: 
"It is not the aim of mutual insurance companiies to 
Pee PTOrits: to. be divided among the partners or to 


benefit the company itself." 


LG 38 Submitted, 
(a) That the "purpose" of the organization should not 
generally be the’ test as to Liability’ of “theyciti ven bo 
tax since: 
(i) the expressed oral laeed purpose may never be 
achieved; 
(ii) if achieved in whole or in part, if the eehieves 
ment of it other results may follow: 
(1) Although one's purpose may not be to make a 
Propit. 2 profit may bs made; 
(2) The professed object "to achieve a high 
degree of security at minimum cost", "to give 
protection at reduced rates" or “provide sound 
insurance . . . at lowest cost may and likely 
does result in a ree 
(iii) Most citizens would claim that they serve the 
community and fulfil a true social function, but 
euch claim or fact does not of Tieelr 


exempt such citizens from tax; the doctor, 
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the nurse, the judge, the legislator are not exempt on the 
ground that they serve a social function. The purpose 
Served by individuals is acknowledged by the I. W. T. Act 
with respect to only: 


section 4(t) 
4(v) Sorvice pay and allowances; 


section 4(w) Merchant Marine; 

section 4(x) R.A.F. Transport Command 
Again the maxim “inclusio unius est exclusio ailteriue 
applies. 
(b) That the Parliament of Canada contemplated the creation 
Of Lod profit corporations, i.e. corporations “for the 
purpose of carrying on in more than one Provinee of Canada, 
without pecuniary gain to its membe ray Object swot a national, 
patriotic, religious, philanthropic, charitable, scientific, 
artistic, social, professional or Sporting character or 
ole likes") (See Part II, sec, 140, ss, 1, Act respecting 
Dotiinion Companios, 24-25 Geo. V, cap. 33.) 

Sub-section 2, however, provides "nothing in this 

Part shall be constituted to authorize the corporation ... ~ 


to engage in the business of banking or insurance." 


(i) It is to be noted that in spite of the pleas con- 
tained in the several briefs with respect to Gia 
social value served by mutual insurers, that the 
Parliament of Canada specifically excluded the field 
of insurance from objects for which corporations 
might be created under Part II of the said Act. 

(ii) The mere fact that a corporation is incorporated 
under ‘Part’ LI) would notper: se prevent such corpo- 
ration from making a profit; if it in fact made a 
pror iG. St twould “be taxable. 

(iii) If it is to be noted that under section 4(g) of 


the I.W.T. Act, corporations organized under Part 
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Ii of the Act are not exempt on that ground. 


Therefore as the I.W.T.Act does in specific instances acknow- 
ledge the “purpose” of an individual as get out above and of 
an organization or corporation as a ground for tax consider- 
ation as follows: 

4(e) - Charitable institutions; 

4(f) - Labour organizations; 


4(h) - Clubs; 


4(i) - Farmers Associations; 
4(p) - Co-operative Companies and Associations; 
4(y) - Limited Dividena Housing Corporations; 


all of which are subject to qualifications as in those sub- 
sections set out, a general right of exemption on the ground 
of "purpose" cannot be sustained either for individuals or 
corporations, ise. the mxin "inclusio unius est exclusio 


alLtverius" applies. 


8B. On the Ground that to tax Mutual Organizations would be 
Contrary to Public Policy or Public Interest. 
(a) Factory Mutual Supplementary Brief, p. 4: 
"The co-operative and the public authority may, 
on grounds of sound public policy, be exempt 
from taxation.” 
(>) Factory Mutual Supplementary Brief, p. 4: 
"and this Commission is charged with the consider- 
ation of public interest as a basis of fiscal policy" 
(c) Factory Mutual Supplementary Brief, p. 6: 
“The Draisfs filed by our competitors ,... seem 
to have ignored the economic, social and political 
considerations of public interest which any tax 


Proposals must involve.” 
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(a) Ontario Cash Mutuals Brier. wo. 202 
"It is submitted that it is not in the public inter- 
est to impose taxes which can possibly have the 
result of preventing the developmont of mutual 
insurance. 


) Ontario Cash Mutuals brief, p. 24: 


~—_— 
@) 


Pie uh is not in the public interest to apply or 
attempt to apply the Income Tax and Excess Protits 


Tax Acts to Cash Mutual companies, * 


It is Submitted: 

(a) That the terms "public policy” or “public interest" 
have no precise meanings. The meanings of these terms vary 
with time and place and circumstances and have never been 
delineated with precision by any court or legislature in 
this country. 

(D) «Phat all the briefs filed with the Commission contain 
only statements as to what the authors of the briefs con- 
Binder to be public policy or in the public interest. 

(c) That there can be no argument against the proposition 
that "the Commission is charged with considération of public 
interest as a basis of fiscal policy.” 

(dq) That in the last analysis, the point to be determined 
is whether it is in the public interest: 

14 that other things being equal there should be a 
tax discrimination between competitors; 

(ii) that a tax policy should be pursued which has a 
tendency, through discrimination between c onlpe~ 
titors, to eliminate texpayers from business and 
commercial enterprise; 

(iz) that a tax policy should be pursued that levies 
the cost of government (and at present the 


additionel cost of the war fought for the 
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benefit of all) on the Shoulders of some and as between 
competitors burdens one and subsidizes another. 
Therefore it is beg#ing the question to found an argument 
on the words "public policy" or "public interest" until 
it is ascertained just what is "public interest" or "public 
policy" in this particular case. | 
The Commission's special attention is directed to 
extracts from: 
Report dated January 16,°1919, of the lOnta ric 
Insurance Commission, 1916-1918; and 
Report dated January a, (Lolly or tte: sienat = 
Fire Insurance Commission to the Senate and 
House of Representatives (Senate Joint Resolution 24.) 


Which will be found in Exhibit ar attached heretc&. 


9. On the Ground of while a Mutual Corporation is Admitted 
DO Oe A teral entity, it ds alleged it is not separate and 
distinct from its menbers: 
(a) Factory Mutual Supplementary Brief, p. 8: 
"There are times when the legal fiction; osiied 
@ corporation, can be discussed as such, but when 
discussing taxation, it is quite wrong to speak of 
corporations as separate and distinct from the 
members thereof, since even a superficial inquiry 
soon discloses that every corporation is owned and 
controlled, directly or indirectly, by some natural 
person or persons who have a specific purpose to 
Serve through its activities." 
(b) Factory Mutual Supplementary Brief, p. 8: 
"In taxation matters, it is quite as wrong to 
regard corporations as separate from thetr Ownership 


and control as it is to assinhlate corporations 
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which have different social and economic purposes to 
Serve. st 
(c) Factory Mutual Supplementary Brief, p. 9 
"While it is true that the Factory Mutual Companicss 
are legal entitics, it is not true thst.they are separate 


and distinct from their members, 


it_is Submitted: 

(a) That any corporation is an entity distinct 
from its members; (Salomon vs. Salomon (Habs) pO7n Abpea) 
Cases, pe 22.) 

(o) That it is improper to say a Gil he dishes 


entity for some purpose and not for others. 


Therefore as the Income War Tax Act and Exesss Profits 
Tax Act tax income irrespective of the nature of the 
Person who earns it, i.e. "person includes any body 
corporate or politic and any association or- other bodx", 
the test is, did such person: 

(i) earn income? 


it exempt by. the terme of 


tA 


feat A eG... 3 


the statutes? 


her On the Ground That to tax a Mutual Corporation would 
be to Tax on the same income twice: 
(a) Factory Mutual Brief, p. 7: 
"As for the Factory Mutuals, if they returned 
to Canadian policyholders their savings in the cost 
of fire insurance, with the effect that these policy- 


holders were able to reduce their expense and pay higher 
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income and excess profits taxes to the Dominion Treasury, 
whose was the greater contribution to Canadats economic 


SLebliity and fiscal sdlvéenoy!. 20s" 


Hoy Ree erocal Brief; p.' 2: 

"Nearly all of the subscribers are corporate bodies 
but in the case of 411 subscribers the moneys paid to 
them by the attorney each year are subject to income 
tax and excess profits tax so that a further imposition 
of such taxes on the moneys of the subscribers in the 


possession of the attorney would mean double taxation." 


cc Le SUbmLEted : 


fa) That) ders Mustad) sheole have paid X dollars in taxes 
but in fact distributed this amount by way of dividends 
to Beh eh BUSH | the excheguer will not receive X dollars 
in taxes from the policyholders, since: 
(i) only policyholders “carrying on business" 
and thereby entitled to deduct premiums as expense 
would have their taxable income affected in favour of 


the Crown. Policyholders not “carrying on business" 
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receive the dividends free of income tax in their 
hands although a portion of it is made up of in- 
terest earnings on the reserves of the mutual 
corporation; 

those carrying on eee who deduct insurance 
premiums as expense would only pay the tax percent- 
age on the portion of X dollars that they receive; 
ro “is conceivable that the Crown might. get nothing 
because it might happen that no policyholder, 
whether ‘carrying on business’ or not, was in fact 
within a tax bracket. 

with respect to those ‘carrying on businesst, the 
heverse of the argument is true; “t.G. thats wie 
corporation were taxed as such, its dividends 
would be less, the returm to the policyholder 
being smaller, the expense item would not be 


reduced as much and the tax would be less; 


That with respect to the statement ‘whose was the greater 


contribution to Canada's economic stability and fiscal 


solvency', the guestion is repeated because out-of the 


premium dollar paid to a joint stock company 


(iv) 


part is paid to Canadian agents who are Canadian 
taxpayers ; 

part is paid by the companies themselves as 
taxpayers ; 

joint stock companies maintain large staffs 

in Ganadian offices and part is paid to Cana- 
dian staffs who are taxpayers maintaining 

large offices in Canada; 

part is paid to Canadian landlords and suppliers 


of Canadian service, all of whom are Canadian 


taxpayers. 
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(See Exhibits 'B't ana ‘at Showing taxes (exclu- 
ding Income and Excess Profits) and expenses 
(excluding losses and commission) paid in Canada 
by Factory Mutuals and British and Foreign Com- 
panies having a comparable premium income re 
1958 Fire Business and 1943 Fire Business,. being 
the last year before the war and last figures 
available.) 

Therefore as at the moment Parliament has not deemed it 

inappropriate or improper to tax income first in the hands 

of a corporation and again in the hands of the owners of 

the corporation, the argument by one COMDOT ER OM tha te 6 

is justifiable when applied to its corporate competitor but 

not when applied to itself, is at least open to the charge 

of inconsistency. 

Ji. On the Ground that Factory Mutuals Offer ‘Engineering 


ene a NN a 


Services’ which tend to Curtail Fire Losses in the 


ft 
AAS EN Le EN EAT aN on 


Interest of the Community. 


AAR A RE A NATE DATEL RS 


(a) Factory Mutual brief, p.1: 


"But some insurers do differ from others by 
adding to this fundamental service of collec- 
tion and distribution of money, an active 
engineering service devoted to prevention of 
loss from certain insured perils such as fire 
and explosion.! 

(b) Factory Mutual brief, p.7: 
‘The object is prevention of loss by fire, 
through continuous expert engineering ser- 
vice, and indemnity of members for loss by 


fire and allied risks.! 


It Is Submitted: 
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(a) That while this is of value to the community, 
it is not a sound ground of tax exemption. 
(bo) That such service is largely, if not entirely in 
the case of the Factory Mutuals, limited to the 
policyholders of such companies. 
(c) That Joint Stock Companics render a similar or 
Superior service not only to policyholders tus to 
the community as well by way of inspection of and 
grading of 
bei Municipal water supplies and waterworks; 
(ii) Municipal fire and police establishments. 
eae  Telerence To Such reports Ly Weds soceucyuneo.s 
fire Mershall, Frovincee of Ontario, = Baarpiy t's 
(d) That the value of such inspection by Joint Stock 
Insurance organizations may in part be estimated from 
the Trollowing: 
Ea: Ontario Insurance Commission, 1916-1918, See 
mee Ge A S 
(ii) Tllinois Fire Insurance Commission, 1911 - See 
mG EAs 
(iii) Report Illinois Senate Committee, 1923, pp.4, 
Boe | 
flak Eebibit. th! showing: 
The offer to the Dominion Government of the engineer- 
ing facilities of the associations. Letter from 
A.H.S. Stead, Manager of the Dominion Board of 
Insurance Underwriters, to Dr. E.H. Coleman, Under- 
Secretary or State. 
Pursuant to said offer, such associations have 
made 3968 inspections in the-years 1941 to 1944, 


both inclusive, for the Department of Munitions 
s) 
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and Supply; acted as consultants and made inspec- 
tions of harbour installation, camps and training 
centers and ordinance Stores, on behalf of the 
Navy, Army and Airforce. 
(7) Feoxenihe tw 
An acknowledgment of the value of these services. 
Letter from Hon. C.D. Howe, Minister of Munitions 
A ies OP HOT... Wie Lis Tisley, Minister of Finance, 
(e) That Joint Stock Companies themselves would hesi- 
tate to urge that the rendering of such services is a 
reason for-tax exemption appreciating that most citizens 
if PUuUrsuat..of their avocation rendor comparable services 
to the community either as an end in itself or asa 
PAG tem Or. DUD Lice relations’. 
“Therefore and in view of the fact that section eid a oil's eee 
takes cognizance of certain types of community service as a. 
ground of cxemption but docs not exempt such services as re- 
ferred to above, this cannot be said to be a sound ground 
upon which to appeal for exemption. 
see section 4(¢) - Charitable institutions; 
4(f) - Labour organizations, in part; 


‘ 4(h) - Clubs, in part: 
)- Service Pay and Allowances; 


" 4(w) - Merchant Marine; 
. 4(x) - R.A.F. Transport Command; 
"  A(y) - Limited Dividend Housing Corporations. 
é£gain the maxim 'inslusio unius est exclusio alterius! applies. 
"12. On the Ground That Mutuals Are A ‘Non Commercial' 
Enterprise. 


La Socicte Mutuelle brief 


"Therefore, companies limiting their operations to their 
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members have no commercial character.! 
It is Submitted: 
(a) Theat this ground of exemption is difficult to 
understand since it turns on the words ‘non commercial’, 
(i) Shorter Oxford English Dictionary defines: 
Commerce. Exchange between men of the products 
of nature and art; buying and selling together; 


exchange of merchandise esp. on a large scale 


between different countrics and Gioery ete, pt oars 
Commercial. 1. ingaged in commerce, trading, 

ae Of or relating to commerce or CPAs Vie. 

» such as passes current in the transaction 

of commerce. 4, Viewed as a matter of PLroLraG 
eng *boss, r6be . 

(ii) Webster's New Intemational Dictionary, 
second Edition, defines: 

Commerce. Business intercourse; esp. the exchange 


or buying and selling of commodities and parti- 


\ 


cularly the exchange of merchandise on a large 
scale between different places or communities; 
cavonded trade or. traffic. 

Coumercial., 1. Of or pertaining to commerce; 
Mercanvile; hence, variously; occupied with 
commerce; engaged in trade; as, commercial houses; 
relating to or dealing with commerce; as, a 
commercial treaty; of the nature of commerce; 

aS, a commercial transaction; derived by commerce 
or trade; as commercial profits; fit for commerce; 
as, commercial wares, or packages (often implying 
inferiority or dilution; as, commercial butter or 
alcohol); in respect of commerce; as, commercial 
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ee Having financial profit as the primary aim; 

aS, a commercial drama. 
(b) That in the sense that 'non commercial! means 
not dealing in product and merchandise, the word applies 
equally to all insurers. 
(c) That in the sense that tnon commercial't means non 
PEOLiG Mekine-this question is the nub of the divergence 
of views botween Mutual and Joint Stock insurerg that 


presently before the Commission. 


= be. 
16D) 


v 


N15. On the Ground that Mutuals are 'At The Service of 
Agriculture! 
Boseociete Mutuelle brief, p.10: 


'The agricultural class has always been favored especially 


Py Ulewlecislabor,..s.. The cotmpaniés we represent have 


< 


Deen all instituted to rendér services to farmers, 
Pi is. submitted: 


iat if any such, ground is a sound ground for govern-— 


ment policy, it does not serve as an argument for 
all Mutuals since only a limited number serve agri- 
éuliurisis im the main. 
PecuOry MUGUal prict,./D..8: 
‘The companies insure almost exclusively manufacturing and 
commercial properties of high-grade construction.’ 
Factory Mutual supplerental brief, ped: 
"Now, since every policyholder in the Factory Mutuals in 
vonede 1s a treading or business corporations... ' 
meciprocal briel, p.c: 
Miearly all of the Subscribers are corporate bodies.” 
Ontario Cash Mutual brief, p.2: 
'The Four Cash-Mutuals insure at least 16,000 farm risks.'! 
But the combined net premiums of these four companies 


in 1943 was $2,122,300. so that the farm business 


e724 bo at ~ 
7 _ 


ey oe iis ins vt Lingo Fs a) 


ie oh eae, RST 


ee aD =P cae gh =a 
of) 22d he . ; ms u 


#4 
aa Se ee ae 
f Svei 
, ane . 
. ‘. 2 we a 
. J , 
| i 

vy 

k . 


Ph at ; 
Nid hs een lh ‘ 
ae a od 
ec s 
= 
ae ay, o 
’ 
=" 
: . 
‘ ’ . . 
7 1 
r » * ep AE Sy Oy 
he ; 
Fs x 
x <* 
RNA aN ae 
, Sled : 
3 
P cs 
2 oe ‘ 7 , | 
: os Aaa 
‘ : ae Ae ; : 
‘ 
ce ‘ . ' 


2Br7. 


-6295— 


would appear to be only incidental to their main 
operations. 
The American Mutual Alliance give no information on this 
ground. The fact, however, is that they compete generally 
in the whole insurance field. 
"14. Qn the Ground That They Are ‘Small Enterprise! Based 
On Private [aitiative. 
La Societe Mutuelle brief, p.1l: 
‘The statistics hereabove quoted from the official reports of 
the Department of Insurance show that their average reserve 
fund 1s lower than $1,500. and prevents any considerable 
extent of their operations. .......0n the other hand, those 
mutuals, born of private initiative, serve public interest.! 
1 is soupmitted: 
(a) That the admission that they are ‘born of private 
initiative! eliminates one suggested distinction between 
mutuals and joint stock companies. 
(b) That if 'smallness' is a ground of tax consideration, 
it should apply to all enterprises based on the 'private 
initiative.! 
(c) That this ground has no application whatever to 
insurers classified as: | 
(i) Factory Mutuals 
(ii) Reciprocals 
(tay oOntario Cash Mutuals 
(iv) Members of the American Mutual Alliance 
(v) And a large number of other mutual insurers 
not falling within any of the groups mentioned above. 
"15. On the Ground That ‘The Destination or Distribution of 
The Income Affected’ Is a Determining Factor As To_ 


Whether a Corporation is Subject To Tax. 
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Factory Mutual sup lementary brief, p.5: 


"The ownership and control of a Factory Mutual is a policy- 
holder's interest. Of course, the fiscal planners must 
discriminate in taxation of such different interests accord- 
ing to the destination or distribution of the income affected.’ 
[t_is Submitted: 
(a) That the anser to this proposition is found in 
the judgment of Lord Blackburn in Mersey Dock & Harbour 
poerd wwe. Lucas, SOs ye a aI are iy hla 
rie ened. the money to pay taxes of any insurer must in 
the last analysis come from the Premium Cold ei) sat 
requires no argument to convince any one that all items 
of tax upon insurance companies become a part of the 
general premium charge.....' (Illinois Fire Insurance 
Commission, 1911 ~ see-Exhibit ta’). 
Peet it 1 is admitted that. presermaa: eee necessary 
for an insurer, reserves must for the most part be 
built up out of surplus ecarnings. 
(i) ‘'This underwriting profit is in addition to 
the investment income of any other income earned by 
these companies in Canada of which the oe part 
is earned by the investments of funds contributed 
by policyholécrs, (Factory Mutual brief, p.6) 
(ii) 'The major portion of the funds invested by 
all insurers from which this investment income is 
derived is moneys contributed by policyholders,' 
(Factory Mutual brief, p.18) 
Hennes. 40 order to secure. reserves it is necessary for 
any insurer to make a Ce and if .a profit is meade 


enter 


.@) 


a tax must be paid and therefore such taxes d 


the ‘premium structure!. 
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"Therefore, as the operating surplus of a joint stock 
company is affected by taxes, the cost of insurance to policy 
holders is reflected in the premium rate, to the disadvantage 
of the policy holder of a joint stock company as compared 
with the policy holder of a mutual insurance company which 
escapes its contributions to the cost of government, 

"16. The 'consideration! for a policy and 'premium'!, 

"Finally, it has been submitted with respect to the tax- 
ation of mutuals and reciprocals (whether premium tax or in- 
come tax) that the 'consideration! of the police yor Ss nos 
properly called 'premium' and that the true premium is not 
the 'consideration! for the contract but the 'consideration! 
less any policy dividend paid to the assured, 

(a) Factory Mutual brief, p. 8: 

'That this is not a "premium" is shown by the fact 
that the deposit is the same amount whatever the term 
of the insurance,! 

(b) Factory Mutual brief, p. 10: 

‘A fact which must be kept clearly in mind at all 
times is that the original deposit, which is purposely 
large in the case of the factory mutual companies, is 


a deposit and not a premium in the uSual sense of the 


word, ! 
see also section V of said brief, p. 10 et s6q,, 
and section entitled 'The nature of the premium 
deposits,! supplementary brief, p. 10 et seq. 
(c) Reciprocal brief, p. 3: 
‘Theoretically the amount deposited by a subscriber 
need be only sufficient to take care of his portion 


of the cost of operating the exchange. ! 
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(d) Reciprocal brief, p, 3: 
‘The portion of the deposit that is returned to him 
is not really 2 dividend because it is merely the 
unused part of a fund previously advanced by the sub- 


scriber, 


"Tt is submitted: 


(a) That such conception of the word 'premium! is at 
variance with all accepted definitions, text book or 
statutory. 'Premium', in brief, is always defined ag 
Lhe \'consideration' .fon the contract. (See, Exhibit "GC" 
for Text Book and statutory definitions and Art, 2469 
Civil Code of Lower Canada), 
(b) That any quoted premium is an estimate only, (See 
Joins oteck;Companies brief; p.. 7, seetion.,'Dividend 
to policy holders cannot be deductible as expense!). 
(i) The rates quoted by rating bureaus being an 
estimate only, it is not uncommon for underwriters 
to ask and receive premiums in excess of that promul- 
ated by a bureau. 
(ii) The excess charged in such cases over the promul- 
gated rate does not change the nature of a ‘consider. 
ation! from 'premium' to something else, 
(c) That the practice of factory mutuals and reciprocals 
Of Making the ‘consideration! for 4a contract raleativel, 
high does not of itself change the ‘consideration! to 
something other than premium. 
(i) The first purpose of any premium is to pay losses 


and expenses and this admittedly is the purpose of the 


'consideration! exacted by both mutuals and reciprocals, 


(1) 'It varies somewhat between individual pro- 


perties of different classifications in accordance 
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with what experience has Shown to be a proper 
measure of the difference in hazard,! (Factory 
Mutual brief, p. 10. 
(2) ‘During the life of the policy each deposit 
is charged each month with its pro rata share of 
the losses and expenses and contributions to re- 
serves,' (Factory mutual jong lls papers wily 9 Ts 
(3) 'The attorney (in the case of reciprocals) 
deducts from this amount such sum as may be re- 
quired to pay losses and expenses and provide 
necessary reserves and surplus.! (Reciprocal 
We On dey S )'s 
(ii) Such ‘consideration! goes to make up 'income! 
As referred to in section 4, 88. 1, Income War Tax 
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"(d) That the practice of charging the same 'considera- 
tion', irrespective of the period of the policy likewise 
does not change the nature of that 'consideration! to 
something other than 'premium!, 

(1) Normally, insurance purchased for other than 
standard periodsof one or three years, is not pur- 
chased at pro rata or an annual or triennial rate, but 
Pea cosh Inioxcess of 1usvie,er, the pro rata charge 
for fire and automobile policies for one month would 
be 8-1/3 per cent of the annual premium. The fact is 
that it is the practice to charge 20 per cent (short 
rate table). This surcharge of nearly 150 per cent 
over the pro rata rate does not change the nature of 
the 'consideration' to something other than 'premium!, 
(ii) It is common in certain classes of bonds, for 
example; contract, probate, insolvency, court, public 
administrator, succession duty and fidelity bonds, to 
charge the full first annual premium irrespective of 
what period short of this that the bond run's, i.e., 
underwriters say the premium is the same whether the 
bond is for one month or twelve months just as the 
factory mutuals and reciprocals say the premium is 
the same whether for one year or more, 

'The initial erin deposit is the same for all 

policy terms.,' (Factory Mutual brief, p. 10). 
The ‘consideration! for Such a contract does not be 
come something other than 'premium! because the prem- 
ium is the same for one month or twelve, 

"(e) That to concede the principle that dividends are de- 
ductible as expense or that the true premium is the net 


cost to the insured, is tantamount to accepting the 
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principle that is sound to permit a corporate taxpayer 
to first ascertain its profit and then determine what 
porulon or it, iat any, it will distribute; 
oy as taxes to the Crown; 
(11) . as dividend or discount to its customers; 
(iii) as reserve or dividend ror the penerit or 264 
Shareholders, 
Ey that 1f 'considerationt 48 not the premium, the 
application of statutory ecndition 10, Kee Ose uogy. 
cap, 256, sec. 106, and comparable statutory condition 
of the other provinces, produces an absurdity, 
(1) Said statutory condition 10 reads as follows: 
The insurance may be terminated: 
(a) subject to the provisions of condition 9, by the 
insurer giving to the insured at any time fifteen 
days' notice of cancellation by registered mail, or 
five days! notice of cancellation personally delivered, 
and, if the insurance is on the cash plan, refunding 
the excess of premium actually paid by the insured 
beyond the pro rata premium for the expired time; 
(b) if on the cash plan, by the insured giving 
written notice of termination to the insurer, in 
which case the insurer shall upon surrender of this 
policy, refund the excess of premium actually paid 
by the insured beyond the customary short rate for 
une expired time, ! 
(ii) If the deposit premium mutuals, reciprocals, 
Canadian cash mutuals, American cash mutuals or any 
other type of mutual, taking a cash premium in advance 
is not said to be upon the cash plan or the 'considera-- 
tion' for the contract is said not to be 'premium', 


then statutory condition 10 requires no refund upon 
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cancellation where the policy is cancelled mid-term 
by the insurer, 

(Pe wets herdadd thos hen ont ithetesan plan where a 
cash premium is taken in advance, Sub-paragraph (b) 
of 10 provides, in the évent of cancellation by the 
insured, for the refund of 'the excess of premium 
actually paid by the insured beyond the customary 
Short rate for the expired time, 

If it is argued that the cash ‘consideration! Hor 
the contract is not premium, then statutory condition 
10 does not require the insurer to refund any part of 
the 'consideration!', 

(iv) This is reductio ad absurdum, since: 

(1) If such mutual business is said to be not on 

the cash plan, the insurer can cancel by fifteen 

days' notice and make no refund whatever of unearned 

premium, 

(2) If it is on the cash plan but the whole of the 

cash consideration is not premium and an insured 

sees fit to cancel, the insurer need not refund 
Short date of the total cash consideration but only 

Short date of that portion of the cash consideration 

considered to be premium, . 

(3) Where the insurer cancels, the insured may suffer 

most, i.e. he gets nothing back whereas if the in- 

Sured cancels he gets short date on whatever may be 

considered premium which is the opposite effect to 

that prescribed by section 10 for business on the 


cash plan. 


Re province of Quebec - Situation similar ~- see 
statutory condition 19. 
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(v) If the consideration is not premium, the said 
statutory condition has no application and an insured 
of a mutual company has no statutory right to a refund 
upon cancellation of the policy, elther by himself or 
the insured, This fact is of more importance when the 
‘consideration’ is said to be 8 to 20 times 'the net 
cost of insurance for one year!, (Factory Mutual 
POLeT 6. Bs ch, 

(g) That the Dominion Superintendent of Insurance treats 

the 'consideration! in mutual and reciprocal contracts 


in toto aa premium for the purposes of his department, 


(Paragraph (h) struck out) 


(i) That cost of insurance and loss ratios cannot be 
compared when ons group sets losses against net premiums 
for the year as required by the Dominion Superintendent 
of Insurance, and another group chooses an arbitrary 
formula of setting losses against the total deposits 


in hand at a specific date, In the one case, it is 


losses against income, in the other it is losses against 


assets, 
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(j) That appendix V of the brief of the American Mutual 


Alliance sets out the dividend resolutions of several 
members thereof, and discloses that the dividend per- 
centage is set in advance for tho various classes of 
risks, confirming the contention that a policy dividend 
is not a return of estimate over actual cost, (See | 
Joint Stock Companies OPLST pO. uf 4. Pent Divi eran 
policy holders not deductible ag expense!), 

(k) That no insurer can ever ascertain the actual cost 


to it of any particular risk. 


ae, 


See Joint Stock Companies 


Part If 


en 


"With respect to the allegations made against joint 


"The following allegations are made in the briefs and 
Submissions of the various mutual and reciprocal insurers, 
filed before the Commission, 

"lL. As to the Dissemination of Misinformation and Propaganda, 

(a) Factory Mutual brief, p. 3: 

'Much misinformation has been given to the public, 
and especially to agents of joint stock insurance 
companies, about the present tax levies on fire in- 
surance business,'! 

(b) Factory Mutual brief, p. 3: 

'pee also an address by Mr. A, Leslie Ham, Manager of 
the Canadian Underwriters! Association, Montreal, as 
printed in "The Chronicle" of December 11, 1942, at 
pages 885-887 for another example of obscurantist 
propaganda promoting the same misunderstanding of 


facts and feeding.the same prejudice of ignorance,! 
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(c) Factory Mutual briety, wen 192 

'Those representations must mean that those people 
who are pressing this Commission for net taxation 
upon factory mutual insurers wish to have, not equal 
treatment of insurers, as they profess they do, but 
some Special formula devised which will impose upon 
these mutual insurers somo additional burden of tax- 
BOAO se Dn. 3 principle different from and inconsistent 
with that applied to joint-stock companies under the 


Income and Excess Profits TaRenie bin) TE Deen they should 


Os 


now put forward their proposals for criticism, instea 
of relying on misinformation and meaningless slogans 
Like "equal treatment for ali" or "taxation according 
Torebad iby) toypay", 

(d) Factory Mutual Dinhe Diy en eas: 

'The growth of these forms of mutual insurance in 
Canada is the occasion of the Out-cry from their com- 
petitors who seek, by any available means, to stop 
the progress of the mutuals, That they hope to use 
this Commission to that ond is made very clear by the 
circular letter addressed by the Ontario Insurance 
Agents' Association to its members at the time the 
order in council appointing this Commission was under 
consideration by the government,! 

3) Ontario Cash Mutual brief. 9.2% 

'The broad shift from reliance on premium notes, 
payable in arrears, to cash premiums paid in advance 
was brought about by the stock companies. In entering 
the fire insurance field the stock companies approached 
the public with the cry that the mutual policy holders! 


liability was never fixed but was undetermined and 
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unlimited, and that a mutual policy gave no seer ee 
(f) Ontario Cash Mutual bPLer sry, Wo; 
'The four Cash Mutuals and other mutual insurance com- 
panies, in order to combat the fierce propaganda which 
has been issued by stock companies for years, have 
found it absolutely hecessary to conserve, to a greater 
degrees than the stock companies, their distributable 
Surplus,! 
"It 18 submittea: 
(a) That the allegations are completely unfounded in 
fact; it has been stated and is here repeated that there 
has been tax avoidance under any reasonable interpreta- 
tion of section 4(g) of the I.W.T. Act by mutual insurers 
generally and that it has been Shown to amount to tax 


evasion in at least the instance of the Joint stock 


‘Mutuals, (See schedule “OF AT Otnts Shook Companies brief, 


re !'Joint Stock Mutuals not paying taxes under the I,W.T, 


Act and Excess Profits Tax het, prioritevigkg business!), 
(b) That in bringing this question to the attention of 
the public and the government, Scrupulous care was taken 
to state facts and facts only. 

(c) That the allegation that the Joint Stock Companies 
brief is legalistic removes that brier’ from the charge 


of dissemination of misinformation and propaganda, 


"2, As to inordinate profits alleged to have been made by 


joint stock companies, 


me URE" (PPOrits of British companies operating in Canada: 
Factory Mutual brief, p. 6: 
'. . . that in sixty-six years, 1875 to 1940, the 


excess of premiums received by British companies in 


Canada over all losses incurred and expenses and taxes 
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paid was $60,549,557,! 
"It is submitted: 
(a) That this reference made by the American factory 
mutuals against the British joint stock insurers is 
rer 
(b) That the statement of Sixty million dollars profit 
is meaningless unless it is related to some other fact, 
The factory mutuals stated the figure without reference 
tO: 

capital invested in such enterprises; or 

the amount at risk over the years, 
The British companies had at risk in Canada itn) the year 
1940, the colossal sum of $4,859,150,254, 
oj rThes accepting the figures quoted, the annual average 
profit for that period was $917,417. 
(d) That in 1940 there were 68 British companies operating 
in Canada so that the annual ave Aor vrori i woudd we 
$13,491. per company if there had been that number of 
companies operating throughout that period; 
(e) That the statement quoted is misleading to the extent 
that the facts are thrown out of perspective because with 
the same nominal averages earnings per annum the gross 
figure can beconie Gargantuan by the mere effluxion of 
time, 
B. Re: War profits made by joint stock companies in 
Canada: 
Factory Mutual brief, p. 5: 

‘War conditions have greatly increased fire insurance 

revenues without, (fortunately for Canada) increasing 


the losses and expenses proportionately. Special war 
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risk indemnities have been Sold by fire insurance 
companies in Canada and the United States, at rates 
Which anticipated serious losses ~ losses which did 
not happen, The initial rate was wisely made high ito 
cover unknown risks ~ but the mutuals and reciprocals 
gave back to their policy holders a large portion of 
this excess collection in their unabsorbed premium 
deposit return; not so the stock companies. Those 
high premiums produced high profits and high taxes, 
CAGE HP irs en 

"It is submitted: 


4 


if ‘ a4 $ vas S - + 2 
“That special war risks Calt anGe tye categories so far 


48 the fire insurance business 4s concerned: 


(a) Those falling within the scope of the War Damage Act 
1942, Statutes of Canada, cap. 35, 

This is a government insurance fund, Fire insurers 
generally assisted in the organization of and do assist 
in tho operation of the fund under administrator and an 
advisory committee made up of representatives of ‘the 
several classes of insurers and g0vernnent officials, 

Nection 26 provides that the minister may enter into 
an agreement with any insurance company with respect to 
the remuneration to the company for the functions ful- 
filled under the act. 

Explanatory notes and instructions of the war se MS 
insurance scheme - section 23 provides the term of remun- 
eration to companies 2-1/2 per cent of the premium with 
a4 minimum of 50 cents and 2 maximum of $250 per policy. 

eection 21 of said explanatory notes and instructions 
provides remuneration for agents of companies, 5 ner cent 


of the premium, with a minimum of 75 cents and a ma ximum 
of $500, 
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Section 20 of said explanatory notes and instructions, 
defines agent ag 'any fire insurance agent duly licensed 
by 2 province of Canada ag Such,! and further provides: 
'A direct writing mutual company or reciprocal exchange 
duly registered with the Dominion Government may also 
act as agent,! 

Therefore, joint stock companies were limited tn re- 
Muneration to that set forth above, 1.6, 2-1/2 ver cént. 
Deposit premium mutuals and reciprocals are entitled to 
receive both remuneration as 2 company and as an agent, 
1.6. ~-1/2 par cent or 300 per cent of that or the joint 
stock companies, 

(b) Cover granted by Special endorsements known in the 
business as war risk endorsements 1 and 2, which were 
developed to 'bridge the g°3!' between the cover granted 
by a standard fire policy with Supplemental contract and 
the cover obtainable under the War Damage Act, 

In view of the fact that the records of the Canadian 
Underwriters' Association covering the operations of 
167 member companies disclose that the members in toto 
in neither the yoars 1943 or 1944 wrote more than 
$50,000 to 360,000 in premiums for these andovsament a: 
it can hardly be said that this special war risk en- 
dorsement has added so much to the COmpanLes! pPoriis, 
(c) If the reference is made to insurance business 
arising out of the industrial development caused by the 


war, it should be pointed out that such risks are rated 


on the same schedules as are used in peacetime for such 
industries. Special war risks for which such industries 


might seek cover must be sought under the War Damage Act 


or the two special endorsements dealt with above, 
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C. Re: High rate of profit apart from Special war 


(a) Factory Mutual brief, Das G: 

'Of course, war conditions merely underlined and 

ex ggerated pre-war conditions in respect of fire 

insurance profits both int Canada and the United 
: States,! 

(b) Factory Mutual brief, p. 26% 

‘But the major consideration, which creates the crisis 
in the fire insurance field i8 the high rate of prorit 
Which joint stock fire insurance companies hive been 
making consistently over 4 long period of years on 
their Canadian business,! 

(c) Factory Mutual Supplementary Submission, p.14: 
‘Assuming, as we reasonably may, Substantially all 
this business, excluding the factory mutuals, is 
written at tariff-pureau rates, it would seem that 
joint stock companies! rate-differentials for classes 
of risk are not beyond criticism, and that such.a vate 
was too high a price to pay for fixed-premium insurance 
of the best protected class of Canadian Plain 

(d) Reciprocal brief, p. 7: 

'The very favourable loss experience and the high 
earnings of stock companies in Canada show how immune 
the premium rate regulating procedure of those companies 


is to consideration of interest te the policy holders,! 
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"Set out hereunder is a statement of the profits made in the 


fire insurance business from 1875 to 1940; 


Canadian British Foreign All 
Period _ Companies Companies Companies Companies 
jo i % Fay /O 
tae) Og ae -15.01 -17.56 - 2,28 eukoe 
OTs Ss a ~ 2.13 10.20 16.59 756 
Epa Carat iat. . 5 One 3.84 0.85 2u05 
BUH OR rs es - 1,65 543 9.06 4.62 
B= a iii e cysteine 2.38 9.65 ‘Teeo fa: 
ea ake 5 1.65 5.60 4.71 4,70 
PPO 9O4 oe Po os Sol 6,04 OF26 6.52 
Tor 70 years. e ee eee ie 83 Re s. 
B29) avira hare’, eae 13 i22 12.59 12,57 
ere el Be. 14.11 13.27 13.90 1 Te 
ey tea ids gi sg 9,2! 4A 9 6,30 
Pei ait 5.74 areas 8.05 6,52 
Be Oe ei eninte lish» 6 »', 10,28 2.46 5453 5.64 


if 


Quoted from the Report of the Dominion Superintendent of 


Insurance for business of 194% - page L, 


neato > eee va neg ae eee ee a EE ee 
The following figures show that while insurance premiums in 
1944 have increased over 1939 by 33.9%, the losses in that 


pericd have increased by 37%. 
% increase 


I over 1939 
Net increase or 
Premiums over Net Losses Loss reduction 
wear Written ee incurred Ratio _from 1939 
1939 $40,984,276, =~ $15 750, 00 ere _ 
1940 41,922,312, EAE 15,444,927. S00 -4,2 
1941 =49, 305,539, 20.3 Ty Clty oe. 30.8 -6,.0 
1942 7, e772, Ao, hha r ie yeoman ' Pies) Pacece! 43,1 ele se 
1945 —-447,153,094, Dl Bee ae te 47.0 #22, 4 
*IQ4Y = =—54, 902,183, 5549.  .28, 869,700, 52.6 +37.0 


Extracts from Table I of the Report of the Superintendent of 
Insurance of the Dominion of Canada for the years indicated, 


*Obtained from the Superintendents! Memorandum re Advance 
insurance figures, Table I, 
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alt 18 Submit ted. 

la rPeminst tie following is a false doctrine: 'Insur- 
ance shareholders! profits always depend on higher 
premiums.! (Factory Mutual Supplementary brief, p. 
eLfy Not only does the law of diminishing return 
hold true in the insurance business; bub Ta hnas a 
peculiar effect with respect to insurance. To in- 
Sure One rise vis “ea dew opie gamble; to insure many 
risks is a business. Price affects the size of the 
market and the market determines the OL portuniey. "to 
secure spread of risks. This fact ig known to every 
underwriter. The above allegation can only mean 
that the joint stock insurers are charged with being 
tenorant.of this fact, or this fact is ignored by 
the authors of the factory mutual brief in order 
that the allegation might be made. 
(b) That the statement: 'In recent Years Che anount 
Doecenes pads by individual companies with share cap- 
ital has been high because the profits have been 
unusually high.' (Reciprocal brief, p. 6), complete- 
iy, ignores the fact that taxes may be higher because 
a war is in progress and tax rates have been raised 
in recent years to pay the cost of the war. 
(c) That the statement: 'but the economic value of 
the competition afforded by exchanges and also by 
mutuals is of great importance! (Reciprocal Dui sien 
p- 5), can be accepted or rejected but in either 
case the importance is not such as to justify the 
subsidizing of mutuals and reciprocals out of the 
purse of their competitors. 

5. "As to the Cost to the Public of the Agency system 


(a) Factory Mutual brief, p. 26: 
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"In the next place, the discrepancy between the 
cost of operation of the joint-stock fire insur- 
ance business and that of the purely mutual fire 
companies operating on the premium deposit plan, 
without commission aaa agents, 18 greater than..,? 
(b) Factory Mutual supplementary DPLoT pees. 
"It is otherwise with the factory mutuals, in which 
the policyholder hag always the full advantage of 
reduced costs resulting from reduced hazard and 
where no commission paid agents earn an advantage 
from high rates of commission and high rates of 


premium." 


"Tt 1s Submitted: 


(a) That this is one point where there will be no 
unanimity in the pleas of mutuals or in the minds of 
the insurance buying public. 

(b) That the factory mutuals and reciprocals may 
deprecate the value of the agency system, but the 
Ontario cash mutuals and the members of the American 
Mutual Alliance will not be heard to say anything 
against it since they, like joint stock insurers, 
avail themselves of it and it is an integral part of 
their system of operation, 

(c) That the insurance buying public in Canada seems 
to find a value in the agency system since 96.7% of 
the fire business in 1943 was written by insurers 
other than the factory mtuals and reciprocals. 
‘hore is no-doubot of, the value lend importance of 
the agent to the fire insurance business, and taking 
Pte oine Ss) Into consideration the agency system 
appears at the present time to be best suited to the 


needs of our people of .ontario.! (Ontario Insurance’ 
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Commission, 1916-1918 - p. Leis 


"AS to Competition and _ the Lack of it 


(a) As between tariff companies and others: 
Some joint stock insurers are members of what is 
called underwriters' associations; on the other hand, 


Pome ere nou. [In Ontario and quebec there are the 


following competitors. 


Licensed insurers transacting business falling within 
the classes controlled by the Ganadian Underwriters! 
Association. 


ene ea ain te EEO ER Ae EE 


* Ontario 


Farmers! Mutuals 677 County Mutuals 9 
Cash Mutuals Le Municipal Mutuals UL 
Factory Mutuals aBNa Parish Mutuals 204 
Other Mutuals 14. Factory Mutuals Ami 
Reciprocal Exchanges 11. Other Mutuals 26 
Non-tariff stock Gos. 70 Reciprocals 9 
——— Non-tariff stock Cos. .74 
Total Ron-tariff Cos. Total non-tariff Cos. 
excluding Lloyds excluding Lloyds 
Underwriters Etsy Underwriters eon 
Tariff companies Bes Tariff companies 166 


*x Source: 


#¥ Quebec 


1945 Report of the Superintendent of Insur- 


ance for the Province of Ontario. 


Rx Source: 


1944 Report of the Superintendent of Insur- 


ance for the Province of Quebec. 


It is submitted that the 160 odd tariff companies 


or the 250 odd joint stock companies have ample 


competition as disclosed by the above figures. 


(b) As between Joint Stock Insurers themselves 


The members of a tariff association not only 


compete with joint stock and mutual insurers not 


members, but compete most strenuously amorgst them- 
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selves under the urge no doubt of the ‘profit motice', 
It would be too mich to believe that this motive would 
be so strong as to be responsible Tor e111 the evils 
alleged against the ‘profit motivet by the mutuals 
. 

and Reciprocals, and at the same time be so amenable 
aS to eliminate competition between the members of a 
voluntary association of competitors. The ‘profit 
MOLI Ve*'is “such that any member of an association who 
can by surveying and servicing a risk secure a rate 
reduction for an assured and the business £O 2 One Uae 
never stops to question what type of an insurer it 


Hees vecn aole to outdo: 


(c) As between certain Joint Stock Insurers 
and Mutuals 


(i) There is a manifest tendency on the part of ane 
stock companies grouped in rating bureaus such as 
the Canadian Underwriters! Association to make com- 
petition with them difficult. (Reciprocal brief, 
Cae we 

With respect to this allegation, it needs only 
be observed that competition that is not difficult 
hardly deserves the name of competition. 
(ii) There are several allegations of monopolistic 
tendencies of certain joint stock companies. 
'They (Ontario Cash Mutuals) have served the in- 
suring public in Canada efficiently against the 
monopolistic tendencies of the stock companies, 
exercised through canadian Underwriters: Asso- 
CLS FLO as ee 

It is to be noted first that one or more of 
the Ontario cash mutuals are members of the 


Independent Fire Insurance Gonference and the 
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Independent Automobile Conference, both of which 
conferences have joint stock companies and mtuals 
in their membership. These conferences function 
Similarly to the underwriters! associations with 
respect to rating problems and other matters of 
common interest to the members and do so in the 
interest of the business. put why such activities 
should be considered monopolistic when carried on 
by joint stock insurers alone but not when carried 
on by mutual insurers is difficult to understand. 
It is likewise to be noted that the factory 

mutuals collaborate, the reciprocals collaborate 


and members of the American Mutual alliance colla- 

borate. Is such collaboration in itself only mon- 

opolistic when done by one's competitors? | 

The allegation of monopoly or monopolistic ten- 
dency must have been made with no reference to the 
meanings of those words, 

Shorter Oxford English Dictionary defines: 
Monopoly. Exclusive possession of the trade in 
some community and exclusive privilege of sell. 
ing some commodity or trading with a particular 
place or country; exclusive possession, control 
Or exercising of something. 

It is suggested that the allegation of tmonopoly't 

is incompatible with the allegation of ‘fierce 

competition't in the business and the figures 
quoted above belie the charge. The members of 

the Canadian Underwriters! Association write 

approximately half of the fire business in Ontario 


and Quebec and they do it in competition with a 


vast number of competitors as shown above. 
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"5. Sundry other allegations none of which are at issue or 
pertinent vo thts inquiry. 
(a) Re: Underwriters! plans and rating material, 
(i) These are produced by underwriters! associations 
for the use of their members and the use of their 
agents, 'Incidentally the System of schedule rating 
tends to the reduction of the fire waste of the country, 
and the governing body of the association have as ine 
dividuals probably become more decply interested in 
the reduotion of fire waste in the province than any 
person outside the Fire Marshal's office.' (Ontario 
Insurance Commission, 1916-1918 - ce ae ay 
(11) Their competitors are free to do likewise eithor 
individually or as a group, In fact, the Independent 
Mire Insurance Conference, of which some if not all 
of the cash mutuals belong, are developing rating 
schedules and securing plans from independent con- 
tractors, 

It has never been suggested that the enginecring 
plans and rates spoken so highly of by the factory 
mutuals and reciprocals, as their contribution to 
the public welfare, should be made available to the 
joint stock insurers generally for the purposes of 
competition, (See Underwriters! Survey Bureau Ltd, 
Ltd, et al, vs. Massic & Renwick Ltd,, 1938, Ex. C.R, 
103, and the appeal 1944, S.C.R. 218). 

(b) Re: Agency Registration Plan: 

This plan is only a method designed to secure the agents 
of member companies against the unfair competition of 
their agency competitors by restricting the distribution 
of plans and rating material to agents who use the in- 


formation to secure business for themselves and their 
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2 


principals who have not supplied them with such racilivies, 
(See Underwriters! curpvey Bureau Ltd. and Canadian Under- 
writers.’ Association vs, Halg, McDougall & Bateman Lta,, 
Bee ides LR LOS, i 15). 
(c) Res Fleet operation of companies; 
Fuene are, dit.is true, companies that are operated in 
mieete or groups, Such companies in a group may be owned: 
(i) by one member of the group; | 
(11) in part by one member of the group, other shares 
being held by other shareholders, in which case the 
control of the companies may rest with the parent com- 
pany or with the other shareholders; 
(iii) by sharcholders other than a company in the group, 
but placed with other companies under common management, 
This condition may exist for a multitude of reasons, 
One of the more dominant reasons being one of the economy 
in administration; other reasons are with respect to re- 
insurance facilities or the continuance of an agency 
connection built up by the purchased company and pur- 


chased as part of the goodwill at the time that the 


acquisition was made, 


"With respect to the allegations dealt with under this para= 
graph 5, it is submitted that they are impertinent to the 
reference, and are alleged not as a point upon which the 
Question of ilability to tax of mutuals and reciprocals ean 
turn, but rather to becloud that issue with extraneous 
references, 
anally 2tois sopmibted: 

"1. That mutuals generally are taxable, and have always 
been taxable under the War Income Tax Act and the Excess 


Profits Tax Act since their method of operation does not 
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bring them within the exemption afforded by section K(g) of 
ne TeWe te Rot, 

"2. That none of the Grounds alleged as reasons for 
exemption warrant a decision that they should be exempt, 

Oe That 4h 4a-noe datos public interest nor should 
it be public policy that the tax discrimination presently 
existing should continuc, 


Montreal, 16th April, 1945, Js wh. Mann Ko, 


M Leslie: fam, 
mame Gaorinion, Ko. 


Counsel, For the Joint Eye 
Companies," 
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A, LESLIE HAM, 
Manager, Canadian Under- 
writers Association, 
Montreal, P,Q, 
having been duly Sworn, 
testified as follows: 

BY MR, MANN: 

Q. Mr. Ham, you are manager of the Canadian Underwriters 
Association? fg 4 GS,. | ate! 

Q. Residing in Montreal? Aa Yes. Bir. 

Q. Did you, in collaboration with counsel, prepare a 
brief which is dated February 3, 1945; and a Supplementary 
brief dated April 16, 1945, for the information, use and 
assistance of this Commission, relative to the inquiry which 
is now being conducted? 6 i btdds 

Q. To your belief are the statements of fact made in 
these documents to which I refer true? Ale ies pany ate 

Q. And in so far as they relate to information received, 
statistics garnered, and matters of that kind, do you believe 
them to be true? A. I believe them to be true, 

Q. You have copies of the briefs in front of you, have 
you? ie Vea, Six, } 

Q. There are one or two matters on which I want to 
enlarge, and I will be very short, During the proceedings 
before this Commission a statement was made. I think the day 
before yesterday, that the ratio of mutual business to stock 
business was not more than 10 per cent, and probably 8 per 
cent, Can you make any statement with reference to that? 

A, Well, I had compiled figures from the Blue Book which 
disclose -- 

MR, PARKER: Who made that statement? 


MR, MANN: Mr, Mason, 


we 


‘ 2 oe : é 
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MR, HAYDEN: The brief states that the figure was 
87.5 per cent in 1942, 

THE WITNESS: It is in the record, 

BY MR, MANN: 

Q. Is it in the record? A. The statement that it 
was not exceeding 10 per cent, and was more likely 84 per 
cent, 

Q. That does not make the stock companies 87.5 per 
cent? 

MR, ELLIOTT: As I recollect it, Mr, Mason copreated the 
original figure. 

MR, MANN: I am very Sorry [I did not appreciate that, 

MR, MASON: That was not worrying me, 

MR, MANN: We will not have to deal with that, then, 

Qe. Now, in respect to the mutual insurers, relative to 
losses incurred in Canada as compared to losses charged to 
Canada -- do you understand what I mean? ay | “hia Sie with 
respect to the factory mutuals? 

Q. Yes, Have you any statement to make with reference 
to that? A, I have compiled the figures for the factory 
mutuals Canadian business, 1936 to 1943 inclusive, From the 
Blue Book the net premiums written were $4,893,155, The net 
losses incurred were $1,194,026. From Best's insurance re- 
Piet a applying the 7 per cent formula mentioned in the brief 
to their total losses as disclosed there, there would be 
chargeable to Canada $1,578,586; or the Canadian business 
bore the sum of $384,560 more than the actual losses incurred 
in Canada, Of course that is based on the 7 per cent formula, 
as set out in Mr. Gray's brief. 

Q. The ratio as taken by Mr, Gray did not reflect the 
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Q. And what you are giving are the actual losses that 
did occur in Canada? nw, Yes, 

Q. With regard to the Ontario Cash Mutuals, may I draw 
your attention to page 4 of their brief, the second paragraph 
from the top of the page, which reads as follows: 

"With the stock companies it is desirable to maintain 
as high rates as competition will permit and to select only 
the choicest risks, so that dividends will be aS great as 
possible, In contrast in the case of ‘teianibeniadiee there is 
no such conflict, The whole reason of their existonce is 
protection, and in consequence there is no motive to maintain 
higher premium rates than necessary to provide that protection 
from day to day, with adequate reserves to meet contingent 
unusual underwriting losses," 

Is there anything you would like to say with respect to 
the operations of the stock companies in regard to the 
inference to be drawn from the words used in that paragraph? 
A. I would suggost that using the practice of scheduie- 
rating, as it is used in the fire insurance business,,is 
incompatible with the suggestion that joint stock companies 
derive their biggest benefit from maintaining as high rates 
as possible. Furthermore, the fact is that to an insurer 
the Spread of risk is just as important as any other factor 
in order to get his law of averages working. Therefore 
disproportionately high rates curtail his market and his 
chance of obtaining the spread of the risk. The application 
of schedule-rating as to risks tends to eliminate discrimina- 
tion and to have the insured himself make the rate applicable 
to the risk, by whatever improvements he will make on it. 

Or if he is content to have the risk Sub-standard, he will 


have to pay a penalty for sub-standard conditions. 
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@. By "sub-standard conditions" [ take it you mean 
unusually hazardous risks? Le Yes. We work from a 
standard, An assured may have a better than standard risk 
or worse than standard, If he has a better than standard 
risk he gets credit under the Schedule, If it is worse than 
standard, he pays a penalty. 

Q. I notice Mr, Robertson doses not say that the stock 
companies select only the choicest risks, but he does say 
that in the stock companies it is desirable to maintain as 
high rates as competition will permit, and to select only 
the choicest risks, As a matter of fact ‘the stock companies 
do what, in respect of general insurance? Av, The ystoeik 
companies generally write the general run of buSiness across 
Canada. Each underwriter, as was stated the other day, in 
accepting and rejecting risks makes a choice, and hopes that 
his judgment is sound, He docs not take on a bad risk just 
because it is bad; but the joint stock companies service the 
whole of Canada's commerce, from lumber in the bush, which 
is considered by many to be a bad eisk, up to the very high- 
class risks that Mr, Gray's brief deals with, 

Q@. In which Mr, Gray's plant indulge exclusively? 

A, They are sprinklered risks and fireproof protection, 

Q. What about farm underwriting? A. FParerGisrs ane 
readily accepted by a number of companies, Other companies 
do not like them as a class; but the joint stock companies 
are definitely in the farm risk business and write a con- 
Siderable proportion of it across Canada, 

Q. Would you suggest that the joint stock companies, 
as far as the writing of farm risks is concerned, which I 
think you heard them explain some of the farm mutuals are 


unable to write, are a benefit to the farm insuring public? 
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A. To the extent that insurance is available to the farmer 
from the joint stock companies, it is a benefit, 

Q.;And at is-availaple. to the farmer? Asm i lbiabang yatta 
able to the public. 

Q. Iam not talking about half a dozen companies, or 
Cight or ten companies; I am talking generally about the stock 
companies, for which you are Speaking to-day, Ke Meas, 
generally from the stock companies, 

MR, MANN: That is all, thank yOu. 

BY MR. PARKER: | 

@. Well, Mr, Ham, I will not be met by the statement 
from you that yOu are not a lawyer, will T? A Vey os, 

Q. In reference to that last point it is true, is it 
hot, that the farm mutuals particularly render a great deal 
wider service to the farm risks than do the ordinary joint 
stock companies? There is no question Sboutr Shag thie 7 
would think there is no doubt that the farm mutuals Serve a 
bigger portion of the Earning community than the joint stock 
companies, 

Q. Not only bigger, but very much bigger? Res a¥@eg 
There i8 no question about that. 

Q@. And you would agree that the briefs dealing with them 
were not a bit exaggerated, in the way they were put up? 

Bm, . Quite, 

Q. You say that you take responsibility, ina sense, 

Bor tho. statements. alleged in. the. briefay. you.ans familiar 
with them; you helped prepare them? Ae Wes ,oiettid, 

Q. And you vouch ae them? Aig Yes ish r, 

Q. I understand that the All Canada Federation is merely 


an advisory body? Aer That, deotpyue, 
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BY THE CHAIRMAN: 
Q. If I may interject a question, Mr, Ham, do you 
think that the stock companies would furnish and could furnish 
adequate protection of the farming communities? A. When 
you say "could" I would have to say yes, that it could be done, 
Qe DO they do ite A, The facilities are there. In 
my Own mind there is no question that the farm mutuals fulfill 
a very useful function in the community, 
BY MR. PARKER: 
Q. That is theoretical; they could render full service, 
but practically they do not? Ae! Yes, “Theegadch ae thas 
ite; Hulten aa amportant’ “service, 
BY MR, ARNASON: 
Q@. I understand the view of your group, Mr, Ham, is 
that you have no objection to the exemption of strictly farm 
mutuals which operate on the genuine, non-profit basis? 
ne) “QULtO ad, sir, 
Q. I understand that to be your view? Af O ciate Weta ina 
Q. Suppose we have a farm mutual Serving a small group 
of farmers within a definite area, shall we say in a rural 
parish in Quebec. Suppose the operations of that mutual were 
extended to another low iNcome group in that area, say workmen 
living in a village or a town. Do you think there would be 
any objection, from your point of view, to the extension of 
this same principle to another low income group, such as 
workers, under the conditions which I have mentioned, assuming 
that the method of operation is exactly the same? Aan The 
difficulty I foresee there is how you would establish your 
category and describe the other low income group. co Unetota 
a difficulty in answering your question. I do not think it 


is a question so much, to my mind, as to farmers as a group 
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having mutual insurance; I do not think that has any bearing 
ON 1b tilts farming as a business; and those local mutuals, 
because of the fact that they are in Outlying communities, 
the mutual company knows its own insured, and it does render 
a peculiar service there, 

BY THE CHAIRMAN: 

tliake jisetthe condition of the risk? BaPUnE MON Es 83 

BY MR, ARNASON: 

Wh, opens «it the conceivable, though, is it ues that 
you might have a Group who would be interested in Securing 
protection at the lawest possible cost and who might think 
that by combining their efforts with the farm group they 
might achieve their Objective? I do not want to prolong 
this discussion, but I would like to get your views? A, f 
would see no diffi cuban of any group, whether it was a low 
income group or a high income group, if they formed the mutual 
company and followed the strict principles of mutuality so 
there was no income -- I would S60 NO Objection Goruk seat. 
Any group could do that, irrespective of the size of their 
income, 

BY MR, NADEAU: 

Q. Do any of your companies reinsure risks taken by 
Mutual farm fire insurance people? A. That depends on the 
capacity in which I am Speaking. The answer to that question 
1s yes, because the joint stock companies fall into two groups, 
those that are known as tariff companies and the non-tariff 
companies, The non-tariff companies I presume, from the 
testimony yesterday, do exchange re-insurance with, for 
instance, the Ontario Cash Mutuals, That was the tenor of 
the evidence yesterday. The tariff companies do not exchange 


re-insurance except within themselves, or by treaty re-insurance 
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with outside companies, 

The reason for that is that having taken business at 
a rate which we consider is a non-discriminatory rate, they 
could hardly accept by way of re-insurance other risks at a 
lower rate that was discriminatory. That is the underlying 
reason for the refusal to accept re-insurance from people 
other than fombors of the association, 

BY MR, MANN: 

Q. Perhaps my learned friend will not fila IL ask 
one question, When you speak of tariff companies, do you 
mean board companies who adhere to the tariff rates and 
Such of the non-board companies who also adhere to the tariff 
rates; or do you merely mean the 167 board members? A, The 
167 board members, 

Q. They are board companies, then, because there are 
hon-board companies who do adhere to the tariff rates? 

A, Just because they think their judgment and Ours happen 
to coincide. 

Q. Iam not interested in the reason, That condition 
ex18.8? A, True. Pure coincidence, | 

BY MR, VAUGHAN: 

Q. You said there was no Objection to farm mutuals, 

By that do you mean there is no Objection to the exemption 
of the farm mutuals? A, No, because they operate very 
closely to the principles of true mutuality. Where they do 
take a premium in advance perhaps they do have income, My 
own judgment is that they do, but where they have restricted 
themselves to serving a social function in the community, 
that almost bespeaks their mutuality. 


BY THE CHAIRMAN: 


Q. It gets down to this; they come nearer to the ideal 
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of no profit than any others? Ag Loe s MS Ou be 
correct, 
BY MR, VAUGHAN: 

Q. Then we understand that the organization you represent 
have no objection to the exemption granted the farm mutuals? 
A. AS long as the conditions remain as they are now, 

Q. That is not quite what is Stated in paragraph (a) 
of your recommendations, where you say that all exemptions 
Should be lifted except in the case of life companies? A, This 
is my view of it. If sections 4(1) and 4(g) of the Income war 
Tax Act were eliminated, the test would then depend upon 
whether in fact they had income and whether it inured to the 
benefit of their members, I think a number of the small farm 
mutuals would be Out, on the ground that they had not any in- 
come, 

BY THE CHAIRMAN: 

Qs. They do not need the exemptions in section 4, then? 
A. No, they do not neéd then, 

MR. VAUGHAN: I am glad you explained that, because 
otherwise I might have taken a different meaning from para - 
graph (a) of your recommendations, 

BY MR, ARNASON: | 

Q.- You say it does not necessarily follow, then, that 
there is any discrepancy, as it were, between mutuality and 
the size of the organization, as long as strict mutuality is 


Observed? Aey (Quite. If strict mutuality is Observed, I 


have no objection as to size, 


BY MR, VAUGHAN: | 
Q. That perhaps raises the bigger question, of what is 


Strict mutuality. However, I do not want to ask about that 
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BY MR, PARKER: 

Q. Mr. Ham, I was going to ask you about the All Canada 
Federation, vay, understand, is not an incorporated body? 
Ase Au Ag not; and I speak not as a member or officer of LG, 
but as a fact I know that to be so, 

ae Le 28 Just ah association? Ae VOLES) Say arte ya 8 
been called an amorphous mass, 

MR. MANN: Somebody said it was an amorphous mess, 

BY MR, PARKER: 

oy a sey Gs merely a conferring body? re W mate nung A. Yi 

Q. It has no authority to command or give directions to 
anybody. The Canadian Underwriters Association isan iIncor- 
porated body? A, Under Part II of the Companies Act, 

Q. And it is one of those who make up the group known 
as the All Canada Conference ? Hien UNOS. eae 

Q. What makes up the All Canada Conference ? ene eae 
dividual companies themselves are members, and may be members 
of both. 

Q. Are all the members of the Canadian Underwriters 
Association also members of the All Canada Conference? 
he Thay 2s Corre, 1 Chin, 

Q. ARG you are representing here to-day in this brief 
all the members of the All Canada Conference? We Gao, COU 
oe a 

Q. How many? Ae Lhe 227 jolnt. steer company members, 

Q. Is that all of the joint stock company members? 
me at) 15 ‘all the joint stock company members -- 

Q. Of that conference? Bett SVG Sy racer the One exception 
that I know of; that is the pool insurance company, which 
claims exemption by virtue of being owned by a co-operative. 


Q. That really has nothing to do with whether or not 
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it is a member of the All Canada Conference? eM belts rg sky 
capacity I am not acting for them, because as you see there 
13 @ conflict of interest, 

Q. How did you get your instructions to act from all 
these companies? A, From a committee appointed representing 
88 companies, 

Q. EHighty-eight out of how DAD MA OG OPM pon. 

ee Do you represent the remainder? A, The remainder 
have been supplied with copies of the briefs; they were Peer, 
and they have had them in their possession, 

Q. Have they affirmatively instructed you to make 
representations on their behalf, or have you just assumed 
authority to do so because they did not tell you not to? 

A, No, there were no individual instructions from the whole 
of the 227, There were instructions from the 88 companies, 
and they were a committee appointed by the 227 companies, 

Q. And the Canadian Underwriters ASSociation instructed 
you by resolution, I assume? A. I am not appearing on 
behalf of -- I am not here as a witness on behalf of the 
Canadian Underwriters Association, 

Q. Are the Canadian Underwriters Association repre sented 
by the brief at all? Ae No, It is the individual companies, 
It is the ae eee as such, 

Q, I understand that; but I understood from Mr, Mann's 
opening remarks that he was defending at some considerable 
length and with some fervour the Canadian Underwriters Assoc- 
dation. But he is not representing them here to-day, and you 
ere not? Ay MO, 

Q@. In the All Canada. Conference, are the members all 
Canadian companies, or do they include British and foreign? 


A, British, foreign and Canadian. 
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Q. Does the game thing apply to the Canadian Underwriters 
Association? He wlneat. ts correct, 
Q. And in your representations in your brief you make 
no distinction between the S0-called Canadian companies on 
the one hand and the British and foreign on the other hand? 
A. That is correct, 


Q. You treat them all alike, and offer the same 


criticisms and go on of the mutuals? A. That is correct, 
Sir, 
Q. Just one or two statements in your brief; I am not 


going to detain you very long. We will start on pace 
This is by way of introducing yourselves: 

"We have not explored the Fleld of co-operative farm and 
industrial organizations, except in so far ag the principles 
governing their operations relate or are Similar to mutual 
and so-called mutual organizations," 

What do you mean by "the principles governing their 
Operations". relating to mutual organizations"? Just what 
do you mean by that? What are you trying to say there? 

A, Both co-operatives and mutuals in their contention fer 
exemption. -~ 

Q. C-operative and mutual what? Ay’ Ao tatpe | insurance 
company and a co-operative, whether it is a producer or con- 


Sumer co-operative ~- they base their argument -- 


Q. Their argument on what? A, Onethe exemption; 
that they have no income Subject to tax, So to that extent 
they are, on the same ground in claiming the exemption, 

Q. That is on the ground of mutuality, as you under- 
Stand it? A, That is one of the grounds alleged by both 
co-operatives and mutuals, 


Q. Speaking generally, they have no income because of 
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bHOdP iS. °9 A. Mutual nature, 

Q.° That is what you understand the argument to be? 
AY S¥e ss 

Qi And you have followed it pretty well across the 
country? ee. WYOS, 

Q. That is what you say it is, in a word? fie Vows 

Q.. Then you go on to the next paragraph, which will 
bring me to the question Commissioner Vaughan was Suggesting 
a moment ago: 

"We believe that to a material extent the terms 


* 


‘cooperative, ! Mpociprocal! and ‘mutual! are interchangeable 
in respect of merchandising operations -—" 

Did you give that careful consideration? Do you make 
no distinction between cooperatives, reciprocals and mutuals, 
especially in relation to the insurance discussions you have 
heard here during this week? Do you say there is no dif. 
ference between "reciprocal" and "mutual," that they can be 
used interchangeably? A. The Ci rorsncg. = 

Q. Would you say that? A, There is a difference in 
the application of the words but not in the words themselves, 

@. You do not wish to modify the statement, in view of 
what you have heard this week? ie Oy 

re niet 5 Stand? Al See 

Q. Are those terms interchangeable in re specu Lo an 


Surance operations? Ae Well, with the amendment of the 
Saskatchewan Insurance Act, I think it is part XI(a) by which 


4 cooperative insurer can be organized, I can see no dis- 
tinetion. The three terms are now used in the insurance 
buSiness, 


Q. Let us go on, 


en, and are being progressively 


oO 
Oo 
a) 
ra) 


"_~ but these words hav 


a Ae 


aed 
on - rear 
.. > eee ieee 
v sai la bats 
. eae ae 


¥ 7 va 
Pro ca mr Ee as a Bi “a — 
x, Ad y oe 


‘ait iota rate ptentg Tt In 


ay 
ie 

. ; ey 

we wo x ne 7 : 


“an F 


Vor 
a i =F : Fo i Brey eo Ay te ao ie ade - gl i _ a re 
WAS Ga ribs HE is im ‘at, ios Libel 3 ee 


ET to bea tera’ vetolig yan JxOn sty nt Ba: | Be 
ut ow st “\ Toate Ms PW ee Fh eae, ve — 
oan Fite west hia “ cg: ay eno ee iat lapse 


i OP ut shes 
mn; ¥ bts 


1 ? ‘ Oe 
Fr AIG Bg oe PE) Woke, Uy’ Dacre RAPE Zat fl am gaa ee re =! st haat 
TS ot eee” 26 7 a eh ‘ : Hsin 4 is = oe “y 


Mitte) wi? syedKe Tare othe A aT 2 eal ‘evotted 0 i 


pital ty shy i. a 


SOR GUReeIC HEL ait 1 E agtum ban “huinsrig toot loved aa 


Dy ee anata ae cnbbaheterea, ab vate 
An ‘in Or ae Mee. 2S reels Ee sida tore 7 athe Pel tro ee. 
ark Oe Ope thin’ Oe b ee. Dee hier tne OD nenvied ma ivens sani 
hed oor ere he a J Bont imigpe eth Le ay fe labientor: at oe 
my ti wh noe hee” tg entes Lea noevdee ‘ 

7 hla ahr ce “oe 


ee eae ol i el aT ae oo aid see wit OLOge Th 
f cen rhe sa) ee 8 “i vee: ae 


i Oe fert ox te ; Hts { ; t a t PE C a *OW. ety * + hee rot tae a 


| " : . - Ze A Rg a 

Fp wk Ge: oemerot: oo? epee dd iter” kale na ae 

7 2° Pia Pith ta ae ; : h i Stee re 
| See? at tyeow- Bids bene evi OY ae: 

i as ey an cS oa es he ot a? 


P .4 a ? peta 98 v3 JOE Woy ‘toy Pa 
14 - f a Lak i 


- Bl walat:Y a zr ats hy 13 ~Is ferns dined. re ha. on ; ey 


- F He ny ra 


i Me i 2 ; ne: f % oD heae — ¢ et ba Bee 
ovo her aco. Fey 
: ' hr £5 Ss . . i 
OD ~ ’ met Se, me pata Es St she 5 oy ie 4: ‘ 4 r - ih 665 
, we iS eR as > a pp eee ae 
ae ae £ f ee; , ane ! 
wv the 4 , : ; : 5 eas eee be 
} j y Oct" hy ety ' cei? 
® ra Cn A ad 
at : 
eS 4 ‘ eH 


i | oa ident: cay eet owl at 
5 Ab M ms hea < “A 
Vi mah 


-26 


-6338- Mr. Ham 


used in the description of organizations which have no 
relation in their operations to strict mutuality or co- 
operation," 

What do you mean by "strict mutuality"? fake your 
time and tell us what yOu mean by those words, f[ am not 
trying to make anything difficult; I am serious about this, 
Perhaps before you start I should pul Iv in’ this) way OTP = 
business, whether it be a trading concern or insurance com- 
pany, carries on its operations in a way that can be said 
to be strictly mutual, then you are agreed that there is no 
tax payable? A, Quite, 

Q. So if we can come to an understanding all round 
as to what that "strict mutuality" is, we will have gone a 
long way toward solving a lot of our difficulties, wwii ive 
nou? A, -I quite agree, 

Q. With that in mind, then, I am putting this to you: 
if you can tell us what are the attributes of .a mutual 
society or organization; what must it possess? Te een 


you will turn to the top of page 2 I think yOu Wi Le 


that a definition has been attempted there, in the paragraph 


at the top of the page: 

"A, Band C agree among themselves that all will 
inwure each, and for expenses of operation and upon the 
happening of a loss, each will contribute upon assessment, 
In Such case there is no taxable income," 

I suggest that would be a true mutual, 

Q@.- You say that is a sample, but that is scarcely a 
definition, There may be an unlimited number of other 
illustrations, I am struggling for some thing all-inclusive, 
Some test that we can apply. Could you help us on that? 


A. If it is an organization that does not have income; that 
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paragraph attempts to illustrate how it could operate with- 
Out income in the accepted sense of the word. There is a 
type of business in the insurance field, which happens to 
be in the life field, that would illustrate it as another 
example. 

Q. Ido not like definitions by way of examples; I do 
not think they are very helo DU. + Ace BSG boned say where 
it has no income, 

Q. That is rather uncertain; that is not a definition, 
We do not need a definition if we can find out whether the 
thing has an income or not; we do not care whether it is 
mutual or not, 

MR, HAYDEN: Even a stock company without income would 
not have to pay. 

THE WITNESS: Well, of course, Mr, Parker,..derinitions 
are. one Of the most difficult things to handle, 

BY MR, PARKER: 

Q. Ff realize that, A, You cannot define it offhand. 

Pan) 1.Ou are. putting it, to, ws.0on this, erounds thea ee 
company complies with strict mutuality you have no criticism 
to offer? Nth Yess 

Q. If it does not, you. think it should pay taxes, 
Surely, then, you have some suggestion to make as to how the 
Commission dray Pe) Lae? A,. Applying this: rule to the 
insurance business, I suggest that, I think, in paragraph 1; 
not dealing with merchandising, but with respect to the in- 
Surance business, 

Oven Tt. do. not want to prolong this, bat way oe ae 
you in this way. In the case of the reciprocals, as they 
were:described here the other day, as I understand it there 


are a number of people who set out to insure each other, If 
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they put up sufficient money, Or assume an obligation to 
share each other's risks if, as and when Something happens, 
without having it complicated by having investment income, 
without having investments with which they have to deal; as 
long as they keep within themselves, is that to be considered 
a purely mutual operation? A. There are conditions under 
which it could be, but T do not think it is under the con- 
ditions that exist, 

Q, Under the conditions I have just specified, What 
tam trying to say is, leave out the investment income; say 
they can keep everything within themselves, Would that be 
a company, within your idea as to what Strict mutuality is? 
A. JI am inclined to agree with you. 

Gs then if instead of putting up the money themselves 
tney have to go to the CUDLL eS: or Ge ine investors; if they 
have to go into the third party atmosphere, if you LiKe) Joie 
that the thing that takes them out of the classification of 
being strictly mutuals? Is that where you draw your dis- 
tinction? A, Perhaps I have to take a little different 
ground than you suggcst. The reciprocal Subscriber, on 
entering into the contract, deducts the premium as expense, 
and is allowed to do so, from his own income tax Pecturne.s 
That is deductible as Ospense, 28 a. (premium Tima 
other hand he were doing what they purport to do, and were 
a self-insurer, without the interjection of a reciprocal 
between himself and his money -- ) 

Q. Without the interjection of what? Ay Of 2 
reciprocal, an attorney-in-fact in the process, he would be 
able to set up his own self-insurance fund, but only after 
he had ascertained his profit and had been taxed on it, and 


he takes the amount of money for his self-insurance fund out 


x SAGE 
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and sets it up as a reserve, But ag WO Li0G a now. oo Sap 
Scpiber deducts -- if I may use a figure -- $10,000, either 
as a premium or to be set up as a Self-insurance fund, If 
he puts it into a self-insurance fund he will have paid the 
tax before taking it Out, it being part of his Surplus and 
being taxable. When that $10,000 earns snG0me, As such, 41% 
reflects in his surplus, and he is taxable on it, 

Now we take the case of a Subscriber to a reciprocal, 
He takes his $10,000 and deducts it as expense and credits 
back anything that comes back to him out of it -- 

Q. I did not ask you to describe in detail the 
whole operation. We had that yesterday. I merely asked you: 
if we could eliminate the investment one S8pectl OF Gs . 


ede 


Supposing they get along without depending upon investment 
income, and simply put up their deposits 1n thei, vault, and 
when a loss came they paid it? A. The attorney-in-fact 
paid it? 

Q. Yes, but merely’as an employee, A. As the agent 
of the group. 

Q. As the employee, I suggest, rather than an agent; or 
in whatever capacity he is acting under that agreement ? 

A. Whether he acted as an ciployee or as an agent, I suggest 
that under those circumstances it is Quite probable there is 
no income, 

Q@. I would think so, Therefore does it not come to 
this. The fact that mombers or Subscribers, through their 
attorney, have to go out and invest that money, and do go out 
and invest it, in your submission means that they are then 
departing from strict mutuality? A... Yes, quite, 

Q. And that takes the cloak off them, so to speak, and 
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makes them carry on business? Re. Xee. 
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oe, oat iat inter jects or brings into play a sort of 
third party. Is that your idea? A, That is correct, 

Q. Supposing I put it to you this way, Supposing all 
of us in this room at this moment Solemnly agree that from 
this moment forward, and for the next year, af any), one ers 
had a loss by fire we would all chip in and make it up, share 
and share alike, We do not put up anything now; we do not 
promise to put up anything more than that. We do not have 
any investment income, any power of attorney or anything; 
just a memorandum to which we all agree, Would that be a 
good illustration of a pure mutual? ae i would agree that 
that would be a pure mutual, 

Q. Perhaps that would be the Simplest type we could 
have? ae J XOS. 

Q. After consideration do you say that if you super- 
imposed upon that simple Scheme, to make sure that you and 
you and you would not be bankrupt when it comes time to 
collect on your share, that we put Something up in the hands 
of somebody, just to hold the money to make sure we will have 
it when the loss comes -- do you think that would take it out 
of the field? Supposing we appoint one of ourselves to hold 
the pot? A, Then it becomes reciprocal, 

Q@. I do not care what it becomes... I am asking “you if 
it becomes non-mutual by doing that? A, No, it does not 
become non-mutual, because it becomes rociprocal, 

Q. Then comes the third step. Instead of keeping that 
money among ourselves, appointing one of ourselves to repre- 
sent us all, we say, "Now, like the good steward, we must not 
let that money lie there idle. We had better go and invest 
it somewhere so it will earn something." Does that take it 


bype oh, J. aay it does, it creates income, 
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MR, VAUGHAN: Supposing those members put up bonds as 

Security. Would that change your idea at ali? 
BY MR, PARKER: 

Q. Yes; supposing we all put bearer bonds in the hands 
Pr One or the lot? A. And the man himself, instead of 
Clipping his. own coupons, has them Clipped for him, That is 
Still mutual, 

BY MR, ARNASON; 

Q. I understand you to say that investment income would 
send to affect the mutuality of the group? A, Nees thats 
PLent., 

Q. In view of your previous Suggestions with regard to 
farm mutuals, would you say that if they had some surplus funds 
on hand which they deposited in a savings account in a bank, 
just bearing in mind the fact that the membership is confined 
to farmers; they are farm mutuals -- would you Say that the 
income from that Savings deposit would tend to destroy the 
mutuality? A. To be consistent I would say yes; but I sug- 
gested that the farm organizations can be taken care of ag 
Such without relation to the principle which we are discussing, 
But a3 a group it might be good government policy -- 

Q, They really represent a problem by themselves? 

A, Yes, I would say POA s H1P, 
BY MR, PARKER; 

Q. Then will you turn to page 5 of your brief, This 
apparently deals in a way with a matter on which I attempted 
to put a question to one of the witnesses yesterday, I think: 

"We suggest it is possible that a mutual insurer having 
accumulated large assets and reserves might adopt an under- 
writing policy of its business so that eventually the board 


of directors alone would be the sole polioy holders or 
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members, " 

You will remember that yesterday I put that question in 
Substance to one of the witnesses, and in effect his Pepi, 
as I understood it, was that theoretically that might be 
possible but it was so impracticable as to pe almost silty, 

I think that was the effect of his answer, I suggest that he 
made a very proper answer to my question yesterday; that 
theoretically that situation might come about, but that’ in 


the field of practical business such a Suggestion is just 


pilly.* What do you say about that? Bo you not agree? 


meer oC NOY seree with that, sir? 

Q. Is it not quite beyond the realm, almost certainly 
beyond the realm of probability and barely in the realm of 
possibility? A, Not if you can believe what you read in 
the newspapers, 

Q. Well, you cannot, so you can skip that, Pogel, fok) 
attempt to do that has actually occurred in Des Moines, Iowa, 
by the managing secretary of a mutual company. 

BY MR, HAYDEN: 

Q. What company? A. The American Farmers Mutual 

Automobile Insurance Company of Des Moines, 
BY MR, PARKER; 

Q. What are you reading from now? Ae | The sourne } 
of Commerce of New York, February 26, 1945, 

Q, I doubt if it is good taste to be reading that stuff 
into this record; but if the Chairman wishes to allow it there, 
ena@-if you reel it is good taste to read it into the record; 
do so, Wy. T-nad not any intention of reading 17, “pave yon 
asked if it was not too .theoretical to be possible, and I 


replied that to my knowledge there was an instance of that 


precise thing being done, 
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Q. And you say your knowledge is based upon the fact 
that you read it in a publication? A TUES, 
Q. I think that is a good place to stop, as far as that 
goes, though you can give the name of the JOUDMA LL natievonradt ve. 
MR, MANN: I think he did. It is the Journal of Commerce, 


THE CHAIRMAN: After all, Mr, Parker, the newspapers do 


hit it right sometimes, 


MR. “PARKER: Yes, of course they do; sometimes more often 
than we give them credit LOr wb ohne: 

Q. That is the only case in which you ever heard of that 
being attempted? AY rand I did not even hear of it until 
I had proeuereen ils thought it out, It merely confirmed my 
theory, 

Q. And you went Looking for some confirmation of it? 

A. No. Somebody from the United States sent it up, after the 
DPier had been filed, 

Q. Ido not suppose you would care to disclose who was 
good enough to help you to that extent. I do not want to know; 
you can tellvme that privately: But really tteds-al pitifar- 
reuehed, \iehite not? A. F do noth think Ir would sax go, 

Q. When we are trying to get something that is adminis- 
tratively possible and practical in the affairs of men as we 
know them in this country to-day? A” Nol es eee iat ice 
is too theoretical; I think there is a danger there, 

Q. Very good. Now I want you to look at pages 5 and 6 
of your brief and compare them, There i two statements on 
those pages which have been bothering me, and I wish you would 
clarify them, On page 5 you have pointed out the similarity 
of operation between the stock company and the mutual, Then 
you go on --~ IJ am coming back to this in a moment -- and I want 


you to direct your attention to the next clause; 
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"Both classes of investors are then entitled to .a fair 
return on their capital from the profits of the business 
capable of being undertaken only after the required capital 
to do business has been provided, but only after income and 
excess profits taxes have been paid on. such profits," 

Then you underline the next Sentence: 

"No distinction can be made between assessments on 
capital stock not fully paid up and assessments on mutual 

-subseriptions not fully paid up; nor between a partly paid 
stock certificate and an assessable note or Subscription," 

That is the matter of the premium note plan? A, “Yes, 

Q. You make them alike, unpaid Subscriptions on share 
capital, and capital assessment on premium notes; you say to 
all intents and purposes they are the same, that they repre- 
sent subscriptions to capital, That is your argument? 
me, Thatels.quite right, 

Q. Now if you go back to page 6, where you talk about 
the income of mutuals, you say this: 

"A mutual insurer must have a surplus of receipts over 
expenditures each year, unless it has a deficit. This Surplus 
is income: 

"(a) Interest from investments of the reserve or surplus 
funds is income of the corporation; (this is freely admitted 
under all systems of law and jurisprudence); 

"(b) The surplus of premiums and assessment receipts 
Over_-losses and expenses is also income and is ‘annual profit 
or gain from any other source,!" 

I thought on the other page you called that capital, 
Did I misunderstand you, or what did you say? A. Perhaps 


it might have been more clearly stated, 
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Q@. I suggest it cannot be capital for one purpose and 
income for another, Which is it? A. It ig collected as 
income, 

Oe WHat? A. It 18 collected as income, 

Qs Collected by «~- A. By the corporation, as in- 
come, 

Q. What is? A, The premium or the premium note, or 

_ the assessment on a premium note, The premium income, in 
whatever way it arises, is collected as income, Only sub- 
sequently is the difference perhaps appropriated as capital; 
but if it hed been collected as capital it would have been 
repayable to the person from whom it was collected, so it was 
not appropriated as capital in the beginning. It was collected 
as premium, and is income, Subsequently an appropriation of 
a portion of that premium may be made as capital, into the 
assets of the company. 

Q@. Yes, but assessments saben premium note would only 
be made if they were required for reserves, would they not? 
A, They would be required because the company needed the 
money, An assessment on the unpaid balance of a stock cer- 
tificate would be in the same way. 

Vetar cneycalled it for thet reason and Yeon aa oe 
expenses and for the paying of losses, how does it become 
Capital? is-4t not either one or the other; or 18 40 fires 
one and then the other? A. 1 Suggest that the latter is 
the correct understanding; it is first one and then may be- 
come the other, 

Q. I was a little puzzled over that, but if that is 


your explanation -- ? A. Perhaps I should have done a 


better job on that, 


sbeie wrteng lth! he 2 ae ae oe 
a 7 | ¥ we 
ae oe BaTS be ba ee eee sve hen, 


. 7 : ay iv “5 : Pee a 


vd as ur ’ ais 
le , 
wOVRtDi bie act te: ius oh ee (ae ‘epee 


J, we > é mJ =a l " ca A : 
ie aoe x ae ( Stich cee ee i‘ + Ne, U ee ee s 
a. 2 a tl a le HMR ae Whig 2 ce oy Pe hae mS + ’ ae coed 
f 


= \ we =H p, : a v i. ” 7) tc aiee CGM ey: ath me ‘ 


Re Le cece Fae os sae 4 
. oy ie he ia a eB: SO DRE Gan Biss ad see ae ii a Sk es rer ise : 


a ieh AaMe O/, diet bien iris Sie a iia aaa ne Sed a ae fo 
PP. “ . g AOS: LEE TE a aie ane Gay 4 it ak ‘eee ogee 
Pie, IS. BO toe cele ae pelea Os) ooh ina eRe 

AE Sd: SE Gey eee a oh EAA ‘enrelbeay are 


wal. Lo ae F a. 6 b wae 


Cit i RO, es, See A he phase gs a a ea 


= 


: oR the ae 4a) ie aati 7 


Uae gee” gaye Rao Some RS Ud a eae one ee es tug ri a oe ve % 
MIE: OMA erie cesianhory ce ae ey 1 ‘ini 7 
Wa So Aa etl ee ea a ABE Oe ty ee 
jc ver? | 
: 


¢ 
| aks 


cee eee FEM RAEN EE es tina akin da i 


| rae ae 5a: eat Py SH: Brig cer W sare eres 
2 rr a : et id oe ‘: I cae a0 *, re rank £ ie ae a i 


yA eee, RATES eg BE IG sae | Mee atthe cn ake ieasa bat tay 
ce ee ee a ee ap mia 
cep EY SR atte alee aah rae 
a ae es ° ned mee! Das re ea ee wR 


‘ik a 


te ee besa Bante, sate beicohs: abies 
‘A Sea al hes bai  Meeti Aer eee - he 


Dah a ae 


~6348- | oie 


MR, ELLIOTT: The same point, I think, is dealt with on 
page 9. I wonder if Mr, Ham would relate the sentence on 
page 9 to what he has just said, 

"In other nce what an assured of a mutual pays in 
cash or as an assessment on a note as the consideration 
for the policy, is something distinct and different from his 
Subscription to the capital of the mutual,” 

There the assessment is of two kinds, one what he gives 
as consideration for the policy, and the other his Subseription 
for the capital of the mutual, JI think this relates to the 
same point, 

THE WITNESS: It does, My point on that is this, If 
it is collected as premium, or in premium income, that is 
Paco wuts) “If it 1s collected and appropriated as capital, 
then it is capital; but the premium income of a mutual company 
is invariably collected in the nature of premiums going into 
the coffers of the mutual, for the payment of losses and ex- 
penses, Subsequently, as operating surplus or operating 
capital, it is appropriated to the purposes of the corporation, 
But if it were in the first instance appropriated as capital, 
it would be returnable either to the person who put it bp or 
his assigns, But it is not returnable at all when appropriated 
Pe prowiium, in’any ratio to which he put it “in, 

BY MR, ELLIOTT: 

Q@. Is the contribution of a shareholder. to a joint stock 
company 4 dapited contribution? he » oS, 

@, And is it returnable to the contributor? A, On the 
winding up of the company, yes. -He owns his interest in it, 
which he can sell. to his assigns, who may collect, 


BY MR, PARKER: 


Q. Does the amount paid on capital stock ever become 
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income of the company? A, No, I would not think so, 
BY MR, ARNASON: 

Q. When you were speaking of Subsequent appropriations 
to capital after the moneys had been received as premiums, 
were you thinking of reserves, by any chance, or were your 
remarks to be confined to such a contribution? Ag) de. 
pends on the sense in which the word "capital" is Useds) Vir 
it goes to the assets of the corporation it is appropriated 
as a capital asset of the corporation, 

Q. You would excludes therefrom, then, refunds of cross 
premiums, would you, and consider as capital what was left in 
the company? Is that what you are driving at? As. My 
theory is that the dividends that you meni lon, the so bhies 
dividends are a distribution of Suvp Lud. O88. oPora Gs 

BY MR, ELLIOTT: 

Q. It seems to me that administratively it may be rather 
difficult to distinguish those assessments or contributions 
which are made as capital from those which are made as con- 
sideration for the policy? A,» That 28 qutte posain iar 
ir Elliott, Ido not think there is any difficulty in the 
joint stock structure; I think that is fairly clear, The 
trouble arises in the mutual structure, and at the moment I 
have not any answer from an administrative standpoint as to 
how it might be distinguished as between what was appropriated 
4s capital and what came in as income, Generally Speaking 
the bulk of what comes in, comes in as income, It might be 
that the assessment on a note to meet shortage of available 
-assets -- TI have not given any thought to that at all. 

BY MR. PARKER; 

Q. Just go back to page 4 of your brief for a moment, 


in the second last paragraph: 
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"It should be noted that the term 'carrying on business! 
as used in the Excess Profits Tax Act, 1940, has a very much 
broader meaning than the word ltrading! commonly used in 
England," 

Why do you say that? A. I suppose I am Speaking now as 
a lawyer. 

om Phat is a statement of Fao? ithe begin with, is the 
Oxpression, "carrying on business" defined in the Excess 
Peotries Dax Aet? Be Ee ine not certain; I would have to check 
mneao. 0 dornot recall, The term is used; and that is the 
term that is used, 

oe maeenink: that as correct, I do not care whether you 
ape speaking of a lawyer or not, You state there is a dif. 
ference and put everybody on guard, that they must not use 
those words interchangeably. What is the diffemencse s, fs) 7 
think I can carry on business and not trade, 

Q. What does that mean within the provisions of the 
Excess Profits Tax Act; and what doos "trading" mean as 
pomnonty Usedtin England? You tell. us there is a difference 
here, and in effect warn the readers of your brief to be on 
"guard against that, What is the difference? Can you tell us, 
or do you suggest that we should look that up Ourselves? 

A, Without reference to the statutes LI would not commit 
myself, I merely Suggest that I might carry on business and 
not be trading, 

Om 4hat authority do you make that statement ? 

A, That is a matter of my Opinion, which was asked for, 
I think the balance of that paragraph conveys the meaning. 

Q. As long as I understand what you intend to warn us 

about? A, I think that explains the thought behind it. 


2» Now I refer you to the bottom of page 5: 
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"All insurance contracts are in essence and substance 
‘mutual! in the wider senso of the term," 

We come back to this difficulty about the word "mutual" 
again, You say they are "qn essence and substance mutual in 
the wider sense of the term," is there any meat in that para- 
graph at all, or is it just filling? A, There may or may 
not be meat in it, but it Seems to be the one principle on 
which all the briefs agree, that all insurance Le ye ki Ge 
nature, mutual. 

Q. I suppose all social activities can be said to be 
mutual in that sense; all B0vernment activities are mutual, 
Does it mean anything more than that? aA, NoSy) einen 
does, in the sense of Sharing the loss of the few, to use a 
Cliche, amongst the many. 

Q. Very good, Now I refer you to page 6, at the top of 
the page, where you Say: 

"The capital and reserves of both types of companies -." 
That is the mutual and stock, I take it? A.' Yos, 

Q. You go on to say: | 
"== are the property of the corporation, in the assets of 
which, in the one case, tho individual Shareholders of the 
moment and, in the other case, the individual policy holders 
of the moment, have 'a right in respect of but not a right to, 

What is that quotation from? A. DZ would not »eeads. 
where the quotation comes from. I can delete the quotation 
marks and adopt the phrase as my own, 

Q. It may lead us to some pretty good authority, that 
ao 8117 A, I have not the faintest recollection, 

Q. You cannot remember whether it is an apt phrase that 
came to you, or one that you read and took out of an insurance 


journal, or out of a decided case?’ A, I may have been the 
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author lof it, and may have been afraid people would think I 
was, and put it in quotation marks, 

Q. But quite apart from the quotation, whether your 
authority earries any weight or not, do you think the state- 
ment is true? A, Yes, I think the statement ig GY Ue, 

Q. Do you think that the teserves of the American 
reciprocals that were discussed here yesterday can, by any 
possible stretch of argument or imagination, be said to be in 
the same position as the reserves of a joint stock company? 
Can you not see any difference between them, yourself? 

A, With respect to the reciprocals, yes, 

Qs In respect to the Ownership of those reserves? 
A. Yes, with respect to the PecLprocn a. 

Q. Then we will take them one at 2 time. You modify 
that statement in so far ag your reference to the reciprocals 
is concerned?A.The heading mentions mutuals, and it had rofep- 
ence to mutuals as a group by themselves, 

Qs Youvsay now, Speaking 48 you purport to do, I take 
zis) and expressing the views of these joint stock companies -- 
Ay Yous 

Q. You say that you do not wish that statement to apply 
to the reciprocals? A, No, because Iedolnot think 4% aoea 
apply. 

Q. You think that the reserves of the reciprocals be- 
long to whom? A. According to the evidence -- 

Q. They are the property of whom? A. Of the Subscriber, 
according to the evidence that is before this Commission, 

Q. I do not care about the evidence. According to the 
evidence, plus your knowledge of reciprocals 2s an insurance 
a to whom do the reserves of the reciprocals belong at any 


given time? A, They belong tc the subscriber, subject to 
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penaltics for taking them out, 

Q. Do you agree that in connection with the reciprocals 
who were described here yesterday, where there is no organiz- 
ation, no PoeoCciation, nC unit that owe anything, there is 
nobody there to tax at all, and that in this cage the question 
of taxation is out, as far ag they are concerned, Is that 
your position? A. There certainly is no corporate ontity 
in the sense that there is in the mutuals, 

@. %&I8 there anything to tax, other than the individual 
Subscribers? A, The earnings, 

Q. Is there any taxpayer? Is there anyone to tax other 
than the individual Subscribers in the Amorican reciprocals? 
@. 'nere 18 a place it. could be taxed, 

Q. Where? A. In the hands of the attorney-in-fact, 

2.) Bul who is to be the taxpayer, as distinguished from 
the Banree of the burden of the tax? A. Ultimately the 
bearer of the burden is the Subscriber, 


Q 


ye 


i asked you carefully to distinguish between them, 
Who is to pay the tax; to whom is the tax collector to go and 
Say, "You have something in your pocket, and I want vt" 

A. I cannot prophesy. If you ask for the possibilities,” it 
could be taxed in the hands of the subscriber or in the hands 
of the attorney-in-fact, 

Q. Iam not asking you to prophesy, L am asking you ae 
there is a unit, for want of a better term, or a group which 
can be called in law a taxpayer, as distinguished from an 
individual subscriber? A. I agree with the statement that 
there is not, 


@. You say there is not? A. No. 
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Q. Therefore does it not follow that in your view 
the Income War Tax Act, as presently in force, oe the 
Excess Profits Tax Act just have no application to recip-- 
rocals? As “I do not agree with that, 

MR. MANN: As at present enforced, do you say? 

THE WITNESS: As enforced I agree with it. 

BY MR. PARKER: 

ao ot tele inofores, not enforced. an cther words, 
there is nothing to come within the scope of the Income 
War Tax Act because there is nothing but the individual, 
apart from the individual -- there is no unit to tax 
He 1 eereelwith that, that. theres no wnit to tax. 

Q. What do you say as to the factory mutuals? Are 
they different? A. Yes. 

a What is the difference? why do they come in and 
tne reciprocals stay out? As) Because Cie Tec port muna. 
tS°e@ corporation carrying on business. 

fee es ehatlarie Ax iw VCS. lee Die va 
sufficient. 

Q- What about the next group, the mutual alliance? 
A. The same applies: to them. 


Qi. And the same to the individual cash mutuals? 


) A. The same to the individual cash mutuals. 

| Q@. In other words, according to your view, the 
recrprocays. ere out, and the others are ins 18 that cor- 
rect? Eyeliey J sey piiere Ashe Uupatwtoates. 

Q. if there is no unit to tax, what else is there 
to tax, other than the individual subscribers? we are to 
the point where all the mutuals are expected to pay no 

tax on the business carried on by the so-called recipro- 
cals, other than the individual subscriber? eee ol 


quite agree as to the individual subscriber; but [ think 
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the Income War Tax Act should apply to them as subscri- 
ests, OF in’ the cass of the attorney. JI will not agree 
that they are different. | 

BY THE CHATRMAN 

is AS ae this, that the reciprocal is more nearly 
approaching the definition of mutuality than any other 
Eeoube Pees. quibe GB Ad sip FF 

BY MR. PARKER: 

Q. I think you said that they not only are more 
nearly approaching it, but they approach it go nearly that 
they escape taxation as such? Bs! “NOx 

MR. MANN: I am just wondering if my learned friend 
is asking about this matter as the law stands VOUS wae 
he is referring to the law as it Stands today, or as it 
might be. 

MR. PaRKER: No, I made that “Very "Clear in my 
question, when I said ag in forcett, 


MR. MANN: TI thought that you re~phrased your ques- 


MR. P&RKER: No, 

MR. M3NN: If you are talking about the law as it 
is today, that is today, that is one thing, and if you are 
talking about the law as it may be recommended, then that 
iS aniothéer thing. T want “to have the distinction made, 
that is all. 

MR. PARKER: I think you just inadvertently made a 
mistake as to who wag reversing himself. - 

MR. MaNN: I take it back, that you reversed your- 
Self. I know counsel never reverses himself if he can 
Deh. 

BY MR. PARKER: 


Q- Be good enough, please, to tell me whether you 
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understand,me, that I am talking about the law as in 


force at the present time. You understood chat eal risnt , 
j | aidr you not? A. Yes. | 

Q- I am not talking about the ideal LOW ree rads 

; A. In the beginning I thought you were asking that. 

Q.- Then, we are getting to common ground on that. 

: As Yes. 


—— 


Q- Now, can we have this made Clears you think that 
the law as it stands today, and as it stood formerly -- 
that there is Something or somebody in connection with 
those reciprocals today against which a tax should have 
been imposed, by reason of the nature of the situation? 
You say there was Something there to tax? Do T under- 
Stand that that is your statement? Aw NO” Dd say there 
is someone to be taxed, and that is the subscriber. ‘He 
Should not be allowed to deduct ag expense his subscrip- 
tion and receive interest on it, Cleav oF as. Whereas, 
oo he ald not Say, "I am a subscriber", but merely sets 
up a fund for himself, he pays the tax before he takes 
the money out of the surplus fund, and pays tax Su ideme 
derived from the carnings of that fund he has created, 
But merely because he says he is a subscriber he gets a 
deduction as an expense of paying money to himself. That 
is so, if that theory is correct. 

Q- Then, there is one question I should like to 
ask: we heard a great deal, a very considerable amount 
in fact in the brief, about the premium tax. It is 
Suggested that there was discrimination under the Special 
War Revenue Act on the amount of premium tax paid with 
respect to joint stock companies, and the others, 


A. I have heard a considerable amount of discussion 
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about that. 

ee VLes, but it ie not right that there is any dis- 
crimination, I take it;. Of; is there discrimination? 

What do you say? A. There appeared to be apparent dis- 
Cr Ons bo . 

Q- Well, you say that there appeared to be appar- 
ent discrimination. JI am asking you if, in your View, 
there is discrimination? A. Mr. Mann is producing 
another witness on the question, and perhaps it would be 
easier for the Commission to follow the theory through, 
eiter Listening to Him, then sary attempted to answer it. 

Q.- Well, you may have a very different theory from 
the next witness, and I should like to hear what you have 
CO Say. You are an experienced man, and you are the man 
who prepared this brief. [I Should think that you are the 
man who would deal with the questions discussed in the 
brief. A. I drew the brief, along with counsel. 

Q- You say you take the responsibility for it. 7 
Should like to have your idea on that question. i should 
HOt dike to pass it .on to some other witness, because he 
might say that you did it, and that vou are. the one to 
answer it. Just straighten us out on that point, because 
We want to know the whole Story. A. Well, what is the 
que stion? 

oe 1 shail take. it step by step. Joint stock 
companies do pay net premium Lakes). 28> that correct? 

A. Yes, net premium taxes. 

Q- They pay net premium taxes? A. Yes. 

Q. Not gross? Dae WSs 

Q. They pay 2 per cent on something? A. yes. 

Q. And it is on what? Ay Tix dee per cent on 


the net premium income. 
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Q- What is the net premium income ih &- joins Stock 
company? A. Gross, less refunds and cancellations. 

Q- Is that all; get it dow SO that we will have 
something upon which we can rely. Let us first consider 
Gross premiums. Let us say that I come to you and pay you 
& premium to insure my house for $100. That, of course, 
is a gross premium. A. Yes. 

Q- Out of that on what do you pay the 2 per cent? 
You do not pay it on the full #100, do you? A. ‘Yes, 
unless you intended us to re-insure it. Bicensed ras 
insurance is off. 

Q- And if I stay there for my full time, whether it 
is one or three years, you pay 2 per cent on that $100 on 
the year in which I pay you the ELOO? Ae tveree 

Q- With nothing deducted whatsoever? A. Nothing 
deducted whatsoever. 

Q- Youare talking about this particular $100? 

A. Everybody'ts $100. 

ee ditat 1s paid in during Phas year? Aw, Yes, that 
Bi se ed sre 

We (is That rieht? [Ss that what you paid the premium 
tax on? A. So faras I know, yes. TI am not the conm- 
pany; I do not pay the tax. That is the diril culty. 2 
foresee for myself in answering that. I am not the com- 
pany. 

Q. If you are not competent to straighten it out, 

I shall not stress the point. A.- I admit my inconm- 
petence cn the point. 

Q- All right. Then, one other thing on which rT 
think you can help us. Perhaps I am getting in over my 
head here, too. 


MR. MANN: You have not got in far over your head, 
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yet. 
BY MR. PARKER: 

Q. We have heard a good deal about the tax burden, 
and about taxpayers and SO on, and have heard about direct 
taxes and indirect baxesa- ‘TH Ens Ordinary joint stock 
company, do you in your Manner of thinking, Or, perhaps 
I should say in your approach to the whole subject, make 
any distinction between the taxpayer and the person who 
bears the burden of the taxe 4. I do not believe T 
follow you. - 

er Well,” take the ordinary joint stock COMM aN oo LT 
makes profit, and T know that the company is a legal 
entity -- I think we have heard that expression before -~ 
or is a person, a legalistic person, or something like 
CneaL ited sia person, under the language of the Income 
War Tax. Act, and the Excess Profits Tax Act of 1940, ag 
well as a taxpayer? A. Yes. 

eo And the tax ig imposed upon that person, an 
artificial person, if you like, but a person nevertheless, 
within the meaning of the law? A “Yes; 

Q- But by reason of the fact Chat Li de an 
artificial person, or a legal person as distinct froma 
human Vesne, wan Tt be properly said that the corporation 
bears a burden of the tax at all9 Would it not be more 
correct to say that the burden of the tax is borne by 
those who would have received money if the aVoGlT tere) 
person had not had to Pass That on to the xovernment? 

A. Is that not rather a question of the use of words? 
I do not think your question can be answered Yes. orine . 
In the first instance the corporation bears it, and 
ultimately the person whose income is reduced by the 


amount of it bears it, 
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Q. You make a distinction between bearing the burden 
of the tax and paying the tax. I Suggest there ought to 
be a difference and that we ought to approach it from that 
angle, if we are looking for a fair, Just and vequitable 
system of taxation. Bie YOU S66, (thevditiicolty is 
this; supposing the corporation is paying no dividends at 
eit. The shareholders of the moment, and the amount of 
the tax makes no difference as to whether a dividend was 
paid. The shareholders would not have borne anything. [bt 
is paid by the shareholders before the dividends are paid, 
and reduced by the amount of the tax. 

Q- tf nobody pays a tax there is no burden to bear, 
that is true. But may it not be that someone pays a tax, 
and someone else bears the burden? A. I quite agree 
that that is possible, and often true. 

Q.- So that, searching for an equitable basis of 
taxation, you agree with me that we should Keep (our minds 
focused on the person who bears the burden rather than 
on the person who might be likened to a mere amanuensis. 
Should that not be kept in mind? Ae TNS! as imo 
WO hechineg 20 in mind... 1 do not! Know whether a6 is.2 | 
sound theory to work upon. 

Q.- You do not agree that that is the proper way 
Pi NI Ch to approach it. A. I have my reservations 
on that theory. 


B. Wield sthat 16 all I have Go. ashe vou, 


BY MR. VAUGHAN: 
Qa. May we explore recommendation (b) which says, 
at page eleven: 
"That the tax on income and profits in respect of. 
unincorporated bodies such as reciprocal exchanges 


and inter-insurers who act through an attorney-in- 
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fact, be assessed to income tax upon the teats hice 

members," 

What would be the procedure in doing that? A. It might 
ve oar Catt Ob sy agree, actually to draft a section 
which would accomplish it, and accomplish it TALC) ot 
am not competent at the moment to give you a formula for 
Lvs 

Q» Those individual members, assuming rthat they 
are corporations, do they not pay already -- that is, on 
their rebates? Rebates increase profits, and they pay 
Ors On CheiYr prori ts | A. But if you accept the theory 
that they are self insurers “oT ) fue insuring each other, 
they have already taken a deduction im the vexpense item 
Cae amount or ,the money they have put up. 

Q- That is, the expense reduces their profits’ to 
that point? A. Yes. 

Q- By merely moving from here to there they have 
increased the expense and reduced the tax item. While 
they leave it there it earns money, which money, when it 
flows back, may lower that expense i Gem. A. But they 
cannot create expenses by paying it to themselves, 

Q- JI am wondering if they have any Plan of icarrying 
that into operation. You have no different plan by which 
it can be done, have you? A. One might be evolved, 
but I certainly have not given it any thought . 

Q. Then, take the second part, which States: 

"And that the attorney-in-fact be assessed to income 
tax and excess profits tax in resps3ct of the income 
and business profits of such organization remaining 
in his hands." 

AS an agent, or an attorney-in-fact, in that capacity he 


would be paying income tax, would he not? Kise Gea In 
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his capacity as Carrying on business, But this is just 
funds held by him on behalf of others, 

Q.- Let us see that again. It states: 

*And that the attorney-in-fact be assessed to income 


tax and excess PLOLMLS” taxi 


and 29 ON s/t looks as though it would be bersonal assegg- 


ment against him. A. It was not intended as such. He 
would be assessed ag a Cltizen, and for the business he 
carried on. But this is money of the subscribers while 
it remains in his hands. 

Q- I understand that. First the subscribers would 
be assessed, according to some formula, and then this is 
just a second tax that the attorney would be assessed; 
is that correct? A. No; with Tespect to what they get 
they would pay, and what he holds on their behalf he 
Should pay, 

Q. The attorney? A. Yes, he distributes the 
money. If there is a tax on that the subscriber should 
Poyronwreihen. if there is income that he retains it 
Should be taxable in his hands on behalf or the subs 
Scriber who would have paid the tax on it if he had got 
Tix 

%- Well, do not those two Overlap? Wirst or a 
the subscriber is taxed, and then the attorney is taxed 
on behalf of the Subscriber; there would have to be some 
distinction. A. If there was a dollar of income and 
he distributed 50 CrlwS (Ol Li, 16 ke subscriber, that 
Should be taxed; and the 50 cents of income that he still 
holds as an agent for the Subscriber should be taxed, 
het Ve. the purpose of the paragraph, although probably 
itl iscrot very clear. 


22 lt-is difficult to see how it could be operated, 
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that is 411. There was some discussion yesterday about 
British fire insurance companies being exempted from 
taxation here, hs os, 

Q- You represent some of those, I understand? 
Pe Tee. 

Q- Also you represent Canadian fire insurance com- 
panies which do business in Fngland? A. Yes. 

q+ Are those Canadian companies taxed in Hngland, do 
you know? A. My impression on that question is that 
the income of those companies is all subject--investment 
income--is all subject to tax in some jurisdiction, and 
that that likely is the JUTLSdvotplon of domicile. 
Undoubtedly the Canadian government has taken care to pro- 
tect the interests of its Canadian corporations operating 
in foreign fislds by reciprocal arrangements with respect 
to what happens to investment income of Ganadian companies 
operating in the United States, and United States compan- 
ies operating in canada. There are reciprocal tax 
arrangements, 

Q-.. You. think there is gome reciprocal arrangement? 
A. Yes, and all that income is subject to tax in some 
steed iation, 1 presume one difficulty they woulda find 
in the imsurance business would be a Canadian jurisdiction 
taxing what is said to be profits by investment of British 
companies in Canada, and so on. Those investments are 
Hoven Canada: 2t Ail. They are held by the fiscal agents 
in New York or London. The physical reserve might not | 
be in Canada at ali. It might be earned in foreign 
countries, and not Canadian earned at all. 

Q.- AS we understand it, insurance companies tax 
all premiums. A. The Canadian companies vay to the 


Canadian government on total income, - investment, 
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premiums and anything else - any income they have. mThey 
pay on total income. 

Q. Is there any chance that British companies are 
being exempted here and Canadian companies are being tax- 
ed in Bngland? po you think there is any POssioility of 
that? A. No, I would not be able to express an Opinion, 
but I think there would be reciprocal tax arrangements be- 
tween the British ana Canadian governments, because there 
are Canadian companies operating in England. TI am quite 
Satisfied Canadian companies would not permit themselves 
to be placed at a disadvantage by way of taxation, 

Q- We can have that looked into. As” Yes. 

BY MR. ELLIOTT: 

Qa. Do you know whether foreign companies in making 
their Canadian income tax returns are permitted to deduct, 
as expenses, treaty re-insurance expenses? when they 
have treaty re-insurance expenses, with some other 
insuring concern, and make payments for it outside of 
Canada, is the payment they have to make permitted as a 
deduction? AS” Mrs * Hurry may iow that; I do not know. 

BY MR. VAUGHAN: 

Q.- One more question: in the beginning of your 
examination the question as to the terms mutual, recipro- 
cal and cooperative came up. You mentioned about those 
terms being interchangeable. po you mean they are inter- 
Changeable regarding cooperatives and mutual PILSS OT 


do you go so far as to say it is interchangeable in 


‘those different types of organizations? The reason [I 


ask the question is this, that Mr. Hayden wag speaking 
the other day and pointed out the difference between 


cooperatives and mutual fire. He said that in a 
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producer cooperative there was business with the public, 
that is, the producer provided his product to the co- 
operative, and the cooperative sold to the public, but 
that in fire insurance they dealt entirely with themsel- 
ves. JI am wondering if you disagree with that. 

A. It is really a matter of definition, and use of the 
term. Tt happens that during the last Seventy-five years 
cooperatives have been operated in connection with mer- 
chandising needs of consumsrs and producers, and the word 
"mutual is one which has been used more Or less “in con= 
nection with insurance. But the term ‘mutual is used 
as one of the reasons for a cooperative. Then, the term 
"reciprocal has also been applied to insurance, But the 
Saskatchewan legislature provides for cooperative insur- 


aio “COmMpanies, andl presume we ‘aye just playing with 


al 


(op 


word: 


Q- Do you think there is a difference between a 
merchandising " eooperative and a Mutual fire insurance 
company? A. I think there are many differences. They 
Operate on the same principle, but the one fact that one 
deals in a promise to pay in the future, and the other 
deals with something in hand necessarily creates a dift- 
ference, 
We GS 


concerned; but do you think there ig any difference with 


Tar as the commodities they deal with are 


QO 


respect to taxation? A. That is, that @ mutual Gor 
poration might or might not be taxed, and that eveo- 
Operative might or might not be taxed, do you mean? 

a Senator Hayden pointed out that here was a mutual 
fire company, the members of which dealt among themselves, 


Here is a cooperative, and they finally deal with the 


public. A. There again the Mutual Fire Insurance com- 
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pany, if they say that every policy holder is a member, 
that would very well deal with any question of direct 
insurance with anybody but themselves. But supnilrs 
that when they accept re-insurance from other mutual cor- 
porations, or cede re-insurance to them, that they are 
then dealing in the insurance business with someone other 
than their own members. Because re-insurance business ig 
almost as big as direct business. There ig a very big 
business in ré-insurance, in dividing up and Spreading 
risks. 

MR. HAYDEN: Not with the Mutual Alliance ZrOuUp. 

BY MR. ARNASON: 

Q- In connection with that; if it were possible to 
differentiate between Strictly mutual business done bywa 
company, as compared with non-member business, referring 
here to some of the submissions which have been made with 
Becpect. to cooperatives, in so far as a cooperative does 
business with non-members, to that extent it may be said 
to make a profit; do you think there is any reason why 
a mutual insurance company should not be exempt on its 
Strictly mutual end of the business? Is thore any reason 
why such a mutual insurance company should not be exempt 
on, business done on another basiso Perhaps I have not 
put my question Jats Sleariv., As, 1 foltow yous 

@- All right, could you answer that? A. My 
answer is no, because those in the mutual end of the 
business are a group of people pUlsuing a business ven- 
ture with the public generally, and on that account should 
be subject to taxation, the same as a group of sharehold- 
ers who are a group of people pursuing a commercial ven- 


ture. 


Q- Do you mean that thereshould be taxation on all 
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business, or just that portion of it done with the public? 
A. I would say on all their business, 
BY THE CHAIRMAN: 

{- Mutuality is a more coliprehensive term, which 
embraccs cooperatives and reciprocals, or whatever you 
have. A, Yés. 

Q. And mutuality is the basis of the whole theory. 
Awe Veo? “and Ti would Suggest this, depending of course on 
piettes Level, that.if youlallow oné group of people tax 
free on their mutual business, you certainly help them in 
BuGiTrvpersvit in the competitive field of their other 
business. 

BY MR. HAYDEN: 

Q.- I should like to ask one or two Question sau 
discussing this matter of investment income of joint 
Stock companies, British and foreign joint stock compan- 
fe, ees vib irieht ito Say that you represent a number of 
them? eae ess 


Q. And you can tell us whether or not the investment 


fe 


income of those companies is or is not calculated in your 
Canadian income tax return for tax purposes. Locer 
cannot tell you definitely. I can SayoL dovnoh Bhinkviy 
be, Dub Ll Ghink Mr. Hurry can answer that question better 
than I can. 

Q- So far as the Mutual Alliance group is concerned, 
they are in the category of foreign mutual companies, are 
they not? A. Yes. 

Q@- And if the tax scheme was enlarged to provide for 
an assessment of income tax on the Canadian investment 
income of foreign mutuals, then as between them and the 
investment income of your British and foreign joint stoek 


companies there would be discrimination, would there not? 
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& Yes, undoubtedly. TI do now ‘think anybody is urging 
that. 

Q- I understood from your brief that you were 
Singling out, as the badge for taxation of mutuals, the 
fact that they have investment income, Ad POR et 
exemption is granted because of their status ag foreign 
She British companies, stock companies, I would say that 
the same exemption should apply to mituals. But I was 
talking about fiutuals, and in the brie? we were talking 
about mutuals, as such, and not their domicile. 

Q- You agree there is no tax discrimination at the 
present time in our Ganadian tax structure and in the 
administration of the Statute, so far as investment in- 
comé 1S concerned as between British and foreign joint 
Stock companies and foreign mutual insurance companies 
operating in Canada? As CSrtainiy if neither are tax- 
ed, there is no difference. 

Perm Tent With respect to premium tax, your 
companies pay 2 per cent? Bab Yess 

Q-- And on the basis of net premium; and the mutual 
filliance group which I represent are being assessed on a 
basis of gross income, including dividends paid to the 
policy holder on a 3 per cent basis. So that you would 
not suggest that there was any tax discrimination at the 
present time working against your competitive insurance 
business in Canada, so far as the Mutual alliance group 
is concerned? a+ There seems to be two points there, 
and one of them I shall try to answer. On the question 
of net or gross premium, may I say that those terms have 
a Special meaning in the business. On the basis of net 
premium, being refunds and returns for cancellations, 


and re-insurance with licensed re-insurers, on that 
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basis I submit that the members of the American Mutual 
Alliance, apart from the one to two or two to three factor, 
pay on the same basis exactly. If I understand the com- 
plaint it is that the dividend ss- 

Weve, © Sanenot complaining; I am just asking you a 
question. My question is not a complaint in any way, to 
you; if I have any complaint to make it will 20 somewhere 
eles... I am asking whether under those circumstances you 
are suggesting there is any tax discrimination working 
against your joint stock companies. A. There would 
be a discrimination against joint stock companies if the 
members of the American Mutual Alliance pald on thei? 
net premiums less their dividends instead of on Ciel ie G 
premiums including dividends. I would say there would 
be a discrimination against joint stock companies in that 
case. 

Q- On what do you say joint stock companies pay? 

4. On their net premium. 

Q- 4nd then you suggest that if mutual companies 
paid on their net premiums, that that would constitute 
a discrimination against joint stock companies. 
fo. I do not agree that the net premium less dividend 
is a net premium. 

Q- You assert that the dividend returned to the 
policy holder should be included in the description of 
net premium, is that correct? A. Yes’, that te wore 
rect. 

Q- Until 1942 your joint stock companies enjoyed 
the privilege of deducting the premium tax paid under 
the Special War Revenue Act, from your income tax -- 
directly from the income tax? A« -T believe that te4 


correct. 
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Q- Payable under the Income war Tax Act? 4a. That 
LS Ueorrect. 

Q- So that that was a direct deduction of tax from 
tax, so that you had reflected into income tax payments 


a credit for the amount of the tax you paid under the 


Special War Revenue Act. 4+ We paid the Special war 


Revenue Act, and paid that much less under our income 
tax. 

Q.- Yes. Since 1942 you have, by virtue of an amend- 
ment to the Income War Tax Act -- you have been permitted 
to deduct your premium tax payable under the Special war 
Revenues (ct as an item ort expense, before calculating your 
taxable income subject to income bak (LS “that cormeet? 
on Laere again, TL am not (4 Laxpayer; vend Il am not eer- 
tain. JI am not certain about. that. 

O-) YOu mist bella taxpayer ; Sure Ly? ae In my per- 
sonal capacity, yes, but not as an insurance company. 

Q- You are not a taxpayer in respect of this item? 
fie No. I think possibly Mr. Hurry can give that 
information, but I cannot answer it. 

Q. You were aware there were some changes in the 
income tax of 1942 affecting the taxation of joints toedk 
companies? 4. Yes, DL remember reading that, thats 
ah» 

Q. To that extent, and by reason of the fact that 
the mutual operations were not subject to any of those 
taxes, competitively there was no advantage or disad- 
vantage, was there, to one company or the other? 

A. Not being.clear as to the effect of the taxes, I can- 
not answer that. 


®. Look atiyour brief. I am curious to Jéarn the 


meaning of the statement you made at page eight of your 
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main brief. I do not like: to give ita title, so 1 Shall 

Simply call it the main brief. If I were to put a name 

on it you might misunderstand mé. Under the heading 

"Hxemptions amount to a Government Subsidy" you say: 
"Mutuals being free from taxation on their surpluses 
and investments can afford to allocate to their mem- 
bers and other assureds the amount of which the 

State has been deprived by reason of the exemp- 
tions." 

A. Yes. 

Q- And then you say: 

Boe peri e ot ris Gleariy a state subsidy in-favour of 
mutual policy holders or members, and is class 
discrimination to the disadvantage of all other 
Canadian taxpayers.” 

Dowyou mob think that, “in the light of what we have been 
discussing, that statement should be qualified? 
Pie eeil): think a6 etands. 

Vey lOu esti Sayithab 1b teeters subsidy when the 
British. and foreign joint stock companies are not sub- 
ject to income tax on their investment income? And you 
still say it is a subsidy when the Mutual Insurance group 
is not subject to income tax on its investment income? 
BO you, say: that A. Yes, that is exactly what T say, 
because my understanding is that this question with 
respect to the British and foreign companies is a recip- 
rocal arrangement by the Ganadian and foreign govern- 
ments, each in the interests of their own corporations 
and creatures. 

Q.- But I do not think you have answered my ques- 
tion. If you think you have, rt shall Stop at that 


point. But you have said that the fact that the mutual 
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companies operating in Canada do not pay income tax on 
investment income is the equivalent of a state subsidy. 

I have pointed out that so far as British joint stock 
company operations in Canada are concerned, they enjoy the 
Same privilege. A. I did not get the significance of 
your question. You are suggesting that a foreign mutual 
Deatieaires from taxation --- | 

Oo Les. A. You suggest if foreign corporations 
are exeinpt under any reciprocal arrangement, it should 
apply to any foreign mutual corporation the same as a 
foreign joint stock company. 

Q- But to the extent it has been developed here, 
in respect of your statement as to the exemption of the 
foreign mutual company from income tax in Canada on 
investment income, you say that is a state subsidy, or 
that it is tantamount to a state subsidy. I Sugeest it 
is equally tantamount to a state subsidy when you exempt 
British and foreign joint stock companies on their 
investment income in Canada. A. With respect to 
foreign mutuals being free from taxation on their invest- 
Ment income. that certainly, doss mot amount to 4 state 
subsidy any more than a foreign joint stock company to be 
fires, 

Q. -2f.16 does not amount to a state. subsidy there 
is some mistaken application in Saying that it is tanta- 
mount to a state subsidy. A. Theat does not say 
foreign mutuals. 

®. Then, am I to read this paragraph as being 
restrictive in relating only to Canadian mutual corpora- 
tion operations? It is not intended to be generat in 
its application. A. The statement applies to 


mutuals generally, subject to any other exemptions -that 
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may exist for some other reason, There may be entirely 
different reasons for which they may be exempt; 

Q. Notwithstanding what we have been saying, you 
are not prepared to amend this statement? As NO, [am 
not prepared to amend it. 

Q- hen, I was interested in your answer to a ques- 
tion asked by one of the commissioners with respect to 
farm mutuals. I gathered that you agreed that if you had 
a farm mutual serving a local farming community, and even 
having some income from moneys on deposit in the Dank oy 
think you said that Strictly the income might be subject 
Outer, bub, you agreed that there might be other considera- 
tions which would put it in the category of a mutual, in 
which it should not be Subject to tax; is that correct? 
fa! OS « 

Q.- And you agreed that it did not matter as to the 
Size of the farm mutual? I think you said the size did 
not matter. I think that was the answer you made to the 
question. Ae. I Said size was not oe element to deter- 
mine; it was the field it which they operate. 

Q-- Nor the fact that’ it might be incorporated would 
not be an element, either, would it? A. I think you 
are stretching my answer to Mr. Arnason farther than it 
need be stretched. I merely meant to itiply (his, thas 
if it should happen to be government policy, the policy 
of the government of the day, to add another benefit to 
farmers with respect to exclusive farm mutuals, I do not 
think that so far as my principals are concerned, they 
would be concerned enough with it to raise any issue in 
the matter. 

Q- But what I am trying to get at is this, that [ 


want to see whether the intervention of this Situation 
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of a corporate entity should change your consideration of 
the problem in trying to arrive ata principle as to 
whether the tax should or should not be) fpaid, A. The 
corporate entity is a very important factor in it. 

Q. If a farm mutual were incorporated, and was 
acting in the manner in which we have discussed it, you 
would say it should be SuUbjJ eC to. tax? A. It should be 
subject to tax, subject to what government policy may be 
with respect to farmers, 

Q.- You do agree, then, that when principles are 
being considered, when you are deciding whether or not 
income tax should apply to mutual operations--so-called 
mutual operations, and that there are principles greater 
and broader than the mere fact that you may have inter- 
posed a corporate structure. A. Do you mean from the 
Standpoint of government policy .o7) from ey of Logical 
argument? 

Q- From the standpoint of any approach to the prob- 
lem of the taxation of mutuals. Raw NOs PRomwtie 
logical. standpoint I think the interjection of a corpor- 
ate entity is one of prime importance. 

Q- Why? &. Because it is an She Lives 

@. Do you say that because an entity exists that 
it should be taxed? A. The government seems to think 
it should be taxed in most cases of entity, 

Q.- I beg your pardon? A. The government seems 
to think any kind of an entity should be taxed, these 
days, and I suggest that that being an.entity. it. is 
properly subject to tax. 

Q- Do you not agree that the ultimate burden of 
taxation is a factor, in considering whether or not you 


Should tax any corporation in any field? A. Will you 
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put that question egein?g This is getting rather into the 
realm of economics, I think. 

Q- We are not confined to the realm of law in this 
MatuLSr . seo am trying! to. fol Low your question. 

ae i 1 ai asking) thitss ac you agree that in attempting 
to establish a policy for taxation that the ultimate bur- 
den of such taxation--that is, where that taxation will 
ultimately fall ana ultimately be paid--is or is not a 
factor? 

THE CHAIRMAN: Do you think that is covered by our 
terms of reference? 

MR. HAYDEN: Yes, but I shall limit it to the mutual 
ipeurance, filet. 0 The.T appeared to be too sen eral whet. me 
Say that all my questions are divected tothe fieid joe 
mutual insurance. 

THe WITNESS: May I try to interpret your question, 
Chen? ) wou sare! dsking this: dour think that because in 
the last analysis a tax imposed upon a mutual corporation 
would be borne by the policy holder -- should that fact 
not be given consideration. Is that what yOu are asking? 

BY MR. HAYDEN: 

Oe Voss As) NO, Cl donot bh tale Lh showin 

as Why eto? Ae I camot answer that. I just do 
not think it is on sound ground. 

MR. PARKER: The answer should be: why, should it? 

BY MR. HAYDEN: 

Q. Are you aware that in the field of taxation the 
taxing authorities have been looking beyond the cloak of 
corporations, and have been taxing what lies behind those 
corporations? 

MR. MANN: Surely that type of question should not 


be allowed -- as to what somebody else does somewhere 
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else at some other time. 

THE CHAIRMAN: I think it is relevant to the issue. 

MR. MANN: How can he answer it? 

THE WITNESS: Sometimes it is a eround, “Quite. 

BY MR. HAYDEN; 

Q. You agree that sometimes it is a ground, but you 
say that with respect to the field of mutual insurance it 
Should not be « ground? A. That is exactly correct, 

Ae Well ‘then, you agree, as a prudent insurance man, 
that the establishmeit of and the maintaining of reserves 
in excess of the Statutory requirements is a prudent act? 
A. Undoubtedly, yes. 

Os, Then, doyvou not think, that it is a prudent act 
from the point of viow of the policy holder? igs Gree, 
from the point of view of everybody. 

Q- The point of view of the shareholder? A». Yes. 

Q@- I su*pose it would make more certain the main- 
tenance of his capival investment? A. It makes more 
certain the chances of a claim being paid, yes. 

Q- Would you subscribe to the principle that to the 
extent that reserves are established in aadition to the 
Statutory reserves, and earmarked for the policy holder, 
that they should be tax free? 

MR. MANN: Would you mind repeating that question? 

THe WITNESS: I do not tna Coan the mere fact that 
a thing is a good thing is a reason why it should not be 
taxed, necessarily. 

BY MR. HAYDEN: 

Q- I am asking whether you subscribe to what T have 
Ba A. I do not think so. 

Q- In other words, you think that in the operation 


of a joint stock insurance company, to the extent that 


ae. 
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you might set aside reserves and earmark them for the 
policy holders! accounts, over and above Statutory 
Teserves, that those reserves Should first be subject to 
income tax? A. I cannot see any reason why they should 
not. That is, I woulda say that if the country needs 
money. 

Q.- You appreciate that the effect of taxing those 
reserves is to increase the cost of insurance to the 
policy holders? he. | Yee uiotecnmse: 

Q.- It does not increase or decrease the benefit to 
the shareholders, does it? Ae. What does not decrease 
the benefit to the Shareholders? 

Q. To the extent that you set aSide reserves you 
increase the cost to the poise w holder, 4. - TO the 
extent that you tax reserves? 

mi. Yes, A. What is the next question? 

m®- and then I say that by that act you do not 
decrease the return to the shareholder? A. Gertainly 
you do. 

Q. Will you explain how that can be, because if 
you increase the cost to the policy holder you increase 
the payment of the policy holder to take care of £64 (1s 
that not correct? A. Ultimately the consumer, Pe 
SuppoSe, generally speaking, will pay all taxes: But 
the immediate effect of it, ins fhe first instance, is 
I presume, upon the shareholder. 

Q- Why? Do you mean that he has a smaller sh-re- 
holder profit available for payment of dividends? : 
&. To the extent that the corporation pays taxes the 
amount available for dividend is reduced. The amount 
that the dividend is reduced, the capital value of the 


stock is so much less if he wishes.to sell it, 
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Q. You do agree to certain things, Unapeis. ir you 
set up a policy holder reserve which has to go through the 
wringer of taxation, then the policy holder has to con- 
tribute more in order to maintain the Same reserve. 

Bay Yos. 

MR. MANN: I am impressed with the fact that this 
witness is not an underwriter. He is not ar insurance 
manager, and has so informed the Shee I toink at 
Beoardittile difficult, when he has qualified himself not 
as an underwriter, to ask questions which are so mach 
directed to the process of underwriting. TI have a very 
expert underwriter here, and [ do not know why Mr. Ham 
is being questioned as to underwriting questions, when 
this other witness is available. 

THE CHAIRMAN: He has the privilege of saying. that 
he would prefer not to answer. He has told us on several 
occasions that he would prefer not LO» and. he can saya s 
again if he wishes. 

MR. MANN: I draw attention to the fact that the 
examination has practically reached a pinnacle of futil- 
ity with respect to underwriting questions asked of a non- 
Modemvriter. ,»Dhat, is all I wish to say. 

MR. HSYDEN: There is no pinnacle of futility, so 
long as Mr. Ham continues to answer. He is free to say he 
does not care to answer, or has not sufficient experience, 
if he wishes. These are not underwriting questions. 

MR. MANN: What are they, then. 

MR. HAYDEN: And, so far, I can find support in the 
brief for every question I have asked. 

THE WITNESS: I am prepared to try to answer them 


as lone as I can. 


MR. MANN: Answer them if you can, and if you cannot 
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answer them, just say so. 
BY MR. HAYDEN: 

Q- In order to establish a Teserve, even a statutory 
feserve which you in your wisdom would say was advisable 
for the prudent insurance man to do, to the extent that 
that reserve which you would create out of your earnings 
would be subject to taxation, you would have to get more 
from the policy holders and from payments in to maintain 
the same reserve? A. Yes. 

amoeiie -eltecth of iat "would: be ‘ho increase the cost 
to the policy holder? As. Yess 

Q How would it decrease the benefit of the share- 
holder? &.. Tounderstood you to be talking about mutuals 
a minute ago. 

Q- No, I am talking about joint stock companies, 

A. Oh, I thought you were talking about mutuals. JT will 
have To follow it back again, because [I wag thinking 
about mutuals. 

GP Well vipsaid, "joint Stock companies”, 

A. The answer to that, as IT see it, is this, that taxes 

do not affect the insurance business the minute they are 

peceon oe Ther tax ia imposed, as it is on joint stock con- 
panies, at the moment, to that part of the surplus allo- 

cated to reserve. Ultimately premiums have to take care 

of it, and ultimately premiums have to be raised to take 

Sore, OL 1b, In the meantime the weight is borne by the 

Shareholder. 

Q.- Then, I suppose if the principle of maintaining 
these reserves is sound, it applies equally to mutual 
operations? A. Absolutely. 

Q- And in a mutual operation, where the shareholder 


element is missing, then you agree also that to impose a 
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tax upon a hold-back, or reserve, since such hold-back or 
reserve is necessary, would increase the cost of the 
insurance to the policy holder, A. To the mutual policy 
holder, yes. 

Q. And, in effect, would it not be this, that the 
mutual policy holder--anq I am talking about the Mutual 
Alliance only--contributes a premium which he knows at 
the time he contributes lt is on the mutual plan, and 
that while it is a maximum it is not the fixed and deter- 
mined amount of the premium? As I Shall have to dige 
agrees with those points. T think it is a fixed premium. 

Q- You think it is? A; "Yee. 

Q. You understand what is meant by mutual insurance, 
according to its Statutory definition? A. “In Ontario? 

Q. Yes; and the other provinces. A. Yes, 

oy eiheawrie sy tite noes pre-determined amount. 

A. My own judgment is that it is a pre-determined amount. 

Q. Do you apply that to the method in which the 
Mutual Alliance group operates, when you say that? 
ea Or 

Q- Iam talking about the mutual Ae Vente AVS a Pe 
is a fixed premium. 

Qe Tour say it is a fixed premium? A. Yes, because 
I do not conceive that the dividend LS) OTS hirn oe ep pes 
Mium. It is a division of surplus’. 


Q- We differ on the interpretation of the fact. 


Q- You have read the provisions in the policy, the 
Specimen policy, of the Lumberments? A. TI guess I 
nave Been it, -but I do not recet? actually. 

Q.- Then, do I understand your proposition to be 


this, in connection with Mutual Alliance operations, 


etd ois Wise errr Rae) ror & a suns & a th eliae 
Pah ay wee Ate r wh “ 7 5 ate a 6 
on; sabi A for! w eT et Whigs ~ pre hs aoa: aw " 
ee ee 


: dees ey nr ui cued eidy os ohne ws ed oie bamberehos: ner so sl 

FORBID AL eh tuoidi alien Ceorreiare 494) ‘8 pakbioega 
ames oo peeaiweng radio ete Bae gaa ‘os 
oa thera. Seer: pri ee beste Te Bf PE UAE ee we 

cShiwe fe pai Bae Boren ith lag Bi) Meg: | ae ame age tnemg bud ‘two Ve. See 

aes Hey # toy ov Hels eh an i rif “oh mea ‘ete roe HOY od tes . 

Veni. “uty shoe aoe we tees gbotn® eee slile Legs 

rt f ayy © d . A oe ae 


~ 


Har ate 2. § 2 ; 5 4 y ae es 5 me ae 7" r . ‘if 
ee PSD lA Dale gid) eae Sea Bi ee 


cane Heel w Ss a 


ae + at 9 "i 
eae oh? eo caer a aL? Pay MASc 2 | 
geo F - ¥ ie 
te ls Hagses, a ty 2 bei o. tee 
iF. oe oe % & 
aun ira Wolk tnt ae sn 
© fy _ 4 oo t 
° rear a aS s Pace aoe -_ ay cH 
ade) a 7 fi e r 
s oe i 4 Lt 
Pec oa EN ak Ges ¥ 7 a % ae 3 3 i as 
. 

- ey % ‘ Me i 
‘ 7 Fae Pd Meiwh Oe 7 : gh a wats Wise 
7 
+ ; : “ee spy deer F nes ctades A ie ly 

$5 Bas th Seah Gai eRe aes ah” ae 


“ mh De “s ne a 2 a Zi +5 bt 
ee ey at res Py Migcte tie spats 


af 
eg aed A eych 
yotel dena. 


0-28 


~6381- ea ae 


that if a policy holder pays $100 on a mutual insurance 
plan. for: bis insurance, and at the end of some period of 
that policy there is returned to him $20, you say that 
that item of $20 should be taxed as income of the corpor- 
ation, rather than be regarded as 4 return of «a portion 
of the premium which was not required or not needed for 
the purpose of operations of that mutual insurance com- 
pany? A. I shall have to have your interpretation of 
what you mean by insurance On the mutual plan. 

@. 1. bave told you that. I have referred you to 
the statutory definition of the various provinces, and 
you have said that you are familiar with them. 

Pemiroes, sod 1. say thet is mot! 4in Iy judgment insurance 
on the mutual plan, because it is for a fixed premium. 

Q. That is where we differ. You would agree, then, 
that if Mutual Alliance operations were in accordance 
with the definition of mutual insurance as contained in 
the various provincial statutes, and that the premium 
was not an exact and pre-determined amount, but only a 
maximum amount -- then you would agree, would you, that 
the return of the so-called unabsorbed portion to the 
policy holder would be a reduction in cost ana in income 
Ol ube corooration? A. I certainly would not admit 
that. 

Q@- Whether you admit it or not, it does not matter 
whether the premium is a fixed amount or an indefinite 
amount -- only a maximum amount. fs. - GG°Mov Feria 
that question, at all. 

Q- You have told me that you do not agree that what 
I have said applies to the Mutual Alliance Operations, 
because in your opinion the premium that a Mutual 


Alliance policy holder pays is a fixed amount. 
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Bit “Yes. 

Q. Then, suppose that the Mutual Alliance operation 
is in accordance with the definitions contained in the 
various provincial Statutes, of a maximum amount, but not 
a pre-determined amount: in those circumstances would you 
agree that the return of the $20 would be a return of the 
unabsorbed portion of the premium, and could not be re- 
garded as income in the hands of the corporation? fT 
believe you have said no to that also, pO fF Say, then, 
that your judgment does not proceed on the basis of any- 
thing except that no matter how the mutual plan operates, 
@ return to the policy holder of anything Should be sub- 
feCb. GO taxation in the hands of the COrporapien. | 
A. You must have missed what I Said. I will’ re-state my 
position. I do not think the. method of Operation of the 
Mutual Alliance group is on the mutual plan, being for a 
fixed premium. 

Q. Because, in your opinion the premium paid is a 
fixed premium. A. Yes; my further opinion is that 
amount of revenue reported in respect of estimated costs 
Over actual costs is a division of profit or surplus co 
the policy holder out of that venture. Now, where do 
we get after that? I do not follow your words as you set 
up the other proposition. If my statement now clears the 
aan, sO far as you are concerned, then that is my posi- 
tion. 

Q. I have asked you if the operation is in accord- 
ance with the requirements of the definition of mutual 
insurance as contained in the various provincial stat- 
utes, A. Ido not know the various definitions. 

Q.- You know the Ontario statute. A. Oh, I have 


looked at it in the preparation of this brief, and I know 
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it says something about being on the cash plan, and refers 
to the maximum amount, and so on; but I would have to have 
2 i ront. oF me to ee a legal interpretation of it. 

Pe amano talking about a legal interpretation. 
oi We get-bo that point I will not press the Question. 
A. I cannot answer it without the statute in front of 
MC e 

THE CHAIRMAN: Well, we will let you see the statute 


during the luncheon hour. 


ee ee ee 


The Commission adjourned at Des OO. Dele 
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AFTERNOON SESSION 
Vriday, April|20, 1946 


The commission resumed at GelLD DeMe 


A LESLIE HAM, 
Examination continaed 
BY MR. MANN: 
Q» There was an answer to a Question left up in the air 
at the adjournment, Mr. Ham. A. That is correct, sir, 
ae WILL you go on with 1h? 1 have forgotten the exact 
terms of the question, but I know it was left Up in the air. 
A. Mr. Hayden enquired about my understanding of business 
on re cash plan. Subsection 43 of the Ontario Insuranee Act 
defines mutual insurance as follows: "Mutual insurance means 
a contract of insurance in which the consideration is not fixed 
or certain at the time the contract is made and is to be 
determined at the termination of the contract or at fixed 
periods during the term of the contract according to the 
experience of the insurer in respect of all similar contracts 
whether or not the maximum amount of such consideration is 
predetermined." Now, if we take the case of the members 
of the Mutual Alliance group and suggest that the consider- 
ation of the contract is not the premium, that is that it 
1s not on the cash plan, you find it very difficult then 
to reconcile the situation that would exist under a fire 
insurance contract which has on it statutory condition No. 10 
with respect to the termination of the insurance, because 
it reads; "The insurance may be terminated: (a) subject 
to the provisions of condition 9"-- condition 9 merely is 
protecting the rights of mortgagees and other payees, --"by 
the insurer giving to the insured at any time fifteen days? 


notice of cancellation by registered mail, or five days! 
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notice of cancellation bersonally delivered, and, if: the 
insurance is on the cash plan, refunding the excess of premium 
actually paid by the insured beyond the pro rata premium 

for the expired ‘time,' Now, if a contract with a member 

of the Mutual Alliance group is not on a cash plan, then 

that statutory condition mans that they d¢ not have to return 
anything to the insured of the consideration which they had 
receiveds If their business is on the cash plan, then this 
provides a statutory right for the insured to get back pro 
rata -~ subsection (b) says: "If on the cash plan, by the 
insured giving written bothe of termination to the insurer, 
in which case the insurer shall upon surrender of this policy, 
refund the excess of premium acaasniee paid by the insured 
beyond the customery short rate for the expired time," 

There again in the case of cancellation by the insured there 
would be no necessity of refunding anything. If he cancels 
the policy the first day he keeps all the premiums because 

it only applies to business on the cash plan. For that reason 
I suggest the consideration of the contract with respect to 
these companies is the premium, and that they are on the cash 
plan. 

MRe MANN: Otherwise the statute means nothing. 

BY MR» HAYDEN: That is the basis for your answer to me-- 
that the Mutual Alliance operates on a fixed premium? 

A, Quite, yes. 

Q. Because of this cancellation provisions Do you know 
how the mutuals deal with cancellations? As I have no 
idea, I have never carried one of their polioies. 

Qe i think it is a fair question to ask you whether 
or not you know. You heard the evidence of Mr, Gruhn as to 
how the Mutual Alliance group operates? Ae Yes. 


Qo And that they do operate on the mutual insurance plan? 
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A. He so stated, 
Qe You are not familiar with the manner in which they 
Operate, are you? A. No, 

Q> But now you are presenting as an argument the fact 
that the cancellation Provision is such, you say, that they 
must be operating on the cash plan? Ae That is my con- 
clusion, | 

Qe i because they could not otherwise pass back 
to the policyholder all that he might be entitlea OO utr 
Ao No, I didn't say Net, Sin, 1. Said there wes no obli- 
26%10n on. them to pass anything back, They can, certainly, 
but there is no obligation, Statutory or otherwise, 

Qe I suppose there ig no obligation upon them to operate 
in the insurance field; but are we not concerned with the 
method which they do follow in operating? _ Ae I suppose 
that is what the commission is concerned with. 

Qe Then one question might summarize what we were 
discussing this morning -- and I have to PUL ie eS birt 
preamble, if you can bear with nln egs If you take your 
British and foreign joint stock compamies on the one hand; 
they have an underwriting gain or profit, and they have 
investment income; is that TiLenie A. Assuming they have, 
yeSe 

Qe Let us assume they have; then for the purposes of 
considering income Tex 1h Belation to anede companies we do 
not look at the investment income? A. I presume they 
do not, nos. 

Qe That they look at the underwriting gain. Now, 
take the foreign mutuals, the mutual alliance groupe Have 
we to set them in the same perspective, for the same reason 


that we set aside investment income and look only at the 


underwriting gain; is that right? A. Rigksé 
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Qo Now then, CULE 5. understand, is your propositi on: 
that that underwriting gain when it accrues to the stock 
company is subject to income tax; is that correct? 

A. That is correct, 

Qe And you say that that underwriting gain at that point 
in the hands of the mutual insurance company should also 
be subject to income tax? Aw That is correct. 

Qo Now, there is no mixture of funds there; it is just 
underwriting gain we are talking about -- is that right? 

A. Yese 

Q» And yousay that regardless of the tact thet inthe 
case of the mutual insurance operation that underwriting 
gain is returned in substantial amount to the policyholders ? 
A. Quite, yes. 

Q» You do not regard the position as being at all difrfer- 
ent because in the case of the Joint stock company it is the 
shareholder who is entitled to the proceeds of that fund? 

A. NO, I cannot say that. 

Qo And your understanding as to who jis envLvled to that 
amount, that underwriting gain, 1s not regarded by you as 
SP oCUo Civeany importance at 611.41 considering whether 
Or not income tax should apply. Co. thetetund? 

Ae In this particular case, no. It may be a factor with 
other sorts of corporations. 

Qo We will come to your strict mutual in a moment. Then 
in the case of the foreign mutual, that underwriting gain 
going back to the policyholder reduces his cost of insurance, 
doesn't t it? A. YeSe In any event it reduces his cost, 
Q. And in the other case of the joint stock company 
in going on to the shareholder it does not affect the cost 
of the policyholder? Aso No. 


Qe Unless income tax has some effect on the. insurance 


cost of the policy holder? 
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Mm Les yh Ol. te... 

Q. SO you cannot sceé in principle any difference in 
approach to the problem of taxation by that so-called under- 
writing gain in that form? Ae I cannot, 

Qo Then do you agree, or do you not, with the principle 
which has been followed in dealing with life insurance 
companies, where only the portion that is ve aside for the 
ShareHolder is taxed for income purposes? Do you agree 
With that principle so far as it relates to life insurance 
companies? Ae I have not given that any consideration. 

Q- And you cdo not care to express an opinion? 

As No, not without consideration. 

Qo You appreciate the principle that appears to underlie 
this application of income tax to life insurance operation? 
Barone think | follow your question. 

Q- I mean, do you appreciate the principle which they 
are seeking to appiy in applying that formula? Rye) 
dO not know whether I appreciate it. I know what the statute 
Savse 

Q- You know what the statute says -- that is, with 
respect to the issuing of participating policies in life 
insurance, to the extent that the company sets aside, ear- 
marks for the shareholders? account, the Shareholder has no 
right or interest in respect to that amount; there is no 
income tax applying. A>e I do not recall that as being 
the way the statute reads. 

Q Thea how do you recall that the statute reads? 

A. Well, we can look it up; but as I recall it, income 

tax appiies with respect to life insurance on that portion 
appropriated to shareholderst account 3; it would make no 
difference whether it was participating insurance, term 


insurance or anything else -+ that is not the test; the test 
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is what is appropriated to shareholders! account, as I 
Fecal ts 

Qe Anything which is not appropriated to shareholderst 
account, which is part of the earnings of the life company, 
whether it arises out of surplus over losses and expenses 
or whether it arises by way of investment income, is not 
subject to income tax? Ae Not unless it is appropriated 
to shareholders't account, yes. 

Q- Now, you do not agree, or do you, that that would be 
a sound principle to apply in fire ana casualty insurance -- 
that only the portion that is appropriated, that is Lifted 
out of the policyholders’ strean and set aside for another 
class of persons, the shareholders -- that that is the only 
portion that should be taxea? 

A. I would not express an opinion om thate -I have not 
considered it in relation to fire and casualty business, 

Qe You went this far with me this morning: you said 
that so far as reserves that might be created for policy- 
holderst account were concerned you believed they should 
be taxed? Ae iy The oe ountr yo is “iy Heed s money and cue 
is & source of revenue, any reserves should be taxed, 
if Neoeeseity requires its 

Qe YOu are not recommending it as a sound principle 


of taxation? A. Oh, certainly not, because we are tax 


payers and we have reserves, 
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Qe Instead of Saying, "Well, we are subject to certain 
taxes, having regard to the fact that we are Shareholders," 
have you ever given thought to the fact that you might either 
incorporate a mutual or issue participating policies; that 
the remedy lies in your own hands ,to reduce your taxation? 

A. Is it suggested that a joint stock company issuing 
participating fire and casualty policies now does not pay 
On those dividends? 

Qe I am suggesting that to you? Ae I do not know, but 
I hesitete to think that is COEPeECt. 

Q-e Then if you do not think that is correct, yet you may 
agree With the principle, since you have told me that you 
would be in favour of getting lower taxes, all things being 
equals; would it not be better, i am suggesting from your point 
of view, that you endeavour to clear that situation so that 
you would have the right to issue participating policies without 
being subject to the income tax, rather than saying to those 
who do issue participating policies that they should come 
into your group and be subject to tax? A. If we had thought 
that was the better approach under war conditions, we might 
have taken it. Nu, I do not think so at tle moment, 

Qe You say, “under war conditions.” i take 1%) thet 
the most acute stage in the war condition, and the most acute 
Stage as far as the operation of your business is concerned, 
was when the income taxes were increased so considerably 
back in 1941 and 1942 ? Ae Correcte 

Q. We are now in the year 1945, so the terms of war 
emergency that exist to support your answer will have to be 
related to conditions as they are now; is that right? 

As That is probably suggested in the proposition that taxes 
Will go back to what they were in 1938, and I doubt if that 


is the fact, 
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Qe It is a matter of Opinion? A. That is trie, 

Q> Then I am coming down to this question now. You are 
not suggesting in the use of the words "unfair competition," 
and. "tax discrimination," which appear in various places 
in your brief, that when taxes were Substantially increased 
in 1940 and 1941 your volume of business suffered, because 
you were subjected to higher taxes? Ae I would suggest 
this, from the figures in the Mutual Alliance brief, in 
appendix II; that the increase in volume over the year shown, 
Ware 2 orink As Ol6 +a. 

Qo LI am talking from the point of view of your company? 
A. All companies increased 1.3 per cent, and the Mutual 
Alliance members increased 21.4 per cent, 

Qe I am looking at your schedule C, in. your main brief, 
I see that in the year 1940 your premiums were $73,000,000 odd. 
is that correct? Pyoin aa; Correct. 

Qe Then in 1941 I see that they were $84,986 ,000? 
A.Correct. . 

Qe Then in 1942 they were $82,913,000? A. Carect, 

Q@. And in 1943 they were $84,538,000? A. Correct. 

Qe So if I look at your intake, as represented by 
premium income, there has been no shrinkage; as a matter of 
fact there has been an increase during the period of these 
war years and heavy taxation? A. That is correct. It 
might not have been as great an increase as there otherwise 
would have been, 

Qe Then I look at the underwriting profit which you 
report in each cf those years, and I see that your under- 
writing profit in 1940 was $5,422,000; in 1941 it was 
$5,282,000 and in 1942 it was $5,907,000. In 1943 it was 
$o,075,000? AVivet is etic 


Qe Then your premium income increased for those years; 
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and in some of the years you had an increased underwriting 
profit, while in 1943 your underwriting profit was about 

a million and a half less than in 1942, That is correet, 
Dore nots A. Yes. 

Q-During those years, generally Speaking, did your rates 
increase or decrease? A. That is almost an impossible 
question to answer, because of necessity some rates go Up, 
individual rates, and some would go down, But what the 
Overall picture is, I could not make a statement on. 

Q- If it were substantial either way you would be in a 
position to say Yes or No, would you not? A. No, I would 
net» De able to: 

Qo You would not? A. Not without consultation with 
the blue book figures, and then I would not be? certain. 
They are very dif ficult to read, in the light of rate 
Level s. 

Q. Then as far as your competition from the Mutual 
Alliance group is concerned, it is not reflected in your 
premium income, is 1t? Ae I cannot come to that con- 
clusions, 

Q. I take it that unfair competition would have the 
effect you suggest, do you not, of reducing your business, 
or reducing your rates, or both? 

pu Or reducing a possible or probable Sela aces 
not necessarily have to reduce it; it might not expand 
as much as it would otherwise. 

Qo Remember there is another factor we have not men 
tioned which was operating in that period of four years 
Or high taxation. That is, generally speaking it was a 
period of increased cost of operation. Did you experience 
those at all? A. The same as any other corporation. 


Q- So that would be an item contributing to a lessening 
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of your underwriting gain? Ae Ys, 

Qo SO that by reason of the income tax and GACESS Dror ite 4 
tax, and the increased commissions in those years, there wes 
less left for the Shareholders' account? Ae I think that 
would be true, 

Qe Did the policyholderst aecount suffer in any way by 
by reason of that taxation, that increased taxation? 

As. There is’ no such thing as a policyholders account. 
Do you mean did it alfect. the rate? 

Q. Did it affect the rate? As It would affect the 
rate in this respect, that if you and I are agreed that 
reserves are necessary and essential, and if it is necessary 
to secure reserves that joint stock companies must secure 
them by surpluses, on which it is taxed -- in ordsr to 
provide reserves this rate must contemplate the possibility 
of surpluses out of which to get reserves, so to that extent, 
indirectly, it would have en ete cay 

v¢ If you maintained the same rates and the same reserves, 
in the event of increasing taxation the Shareholder would have 
to get along with less? Ay Yes, ‘other things being equal, 

Q. I was interested in an expression you used thie 
morning. You agreed that if a company satisfied the require- 
ments of strict mutuality, it should be exempt from income 
tax? Ae Correct, 

Q» Apparently there was the greatest difficulty in 
arriving at any understanding of what strict mutuality 
was. Were you talking about strict mutuality in theory, 

Or were you being realistic about it? A. That would 
be a matter of opinion, I cited an example this morning, 
what I considered to be an example of strict mutuality, 

Q. I understand you to say that if,for instance, 

&@ mutual company operated in this fashion, that premiums 


were received, the money maintained without investment 
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income of any kind, the losses and expenditures paid, and 
the balance returned to the policyholders, you would agree 
that that was a Strictly mutual operation? A. It would 
Seem to me to be a Strictly mutual operation. 

Qe then if in those circumstances T interpose a cor- 
Poravion tor’ the handling of those funds, would you still 
agree that the return would be a return of unused moneys 
and therefore there would still be no problem of income tax? 

fe tested ats agent for the people whose money 
it had the management of. 

Q. If it acted as agent? A. Yess 

Q. That would be a matter of law, as to how you would 
construe that? Ao i Ohi nie So. 

Q.Then do I understand you to say that if those moneys 
were received by way of premium and temporarily invested, 
and there was some income, then the character of the oper- 
ation would cease to be strictly mutual? Aa Poletp nies 
in fact that under section 4{g) that is the ease. 

Q@. Under section 4(g) it is income of the corporation 
witeh inures to the profit of the members or of any member, 
HOw are you construing the word "profit" then; are you 
considering it as henefit, or taxable income in the sense 
in which profits must be used under the Income Tax Act? 

Ae I am treating it as benefit or profit in the normal use 
of the word, 

@e Whether or not it gets into the hands of the member; 
is that right? A. Yess 

Qe Whether it is actually received by the member or 
not? Ae I do, not think the mere physical possession of it 
would make any difference, if it is to his account. 

Q. Do you'pay income tax on the basis of what you might 


get, or what you do get? A. If you have the right to it, 
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Q- Then in the case with which we are dealing, that of 
foreign mutuals, where the investment income is not subject 
to income tax, do we need to pay any attention to investment 
income which they might have from the investment of surplus 
moneys? Ae If it is the principle that the investment 
income of foreign corporations should not be taxed, I think 
it should apply to mutuals the same as to joint stock companies 

Qe SO in that case, as far as the foreign mutuals are 
concerned, their underwriting gain would not in those circum- 
stances be, shall we say,"tainted"by the fact that there was 
some element of investment income? Ae IT do not think 7 
follow that question. 

Qe Is not the question clear? Ae I do not know what 
you mean by "tainted". 

Qe I put that im quotation marks, A» That is what 
I thought. 

Qo I thought you suggested meee: the sin of mutuaLlism, 
that where they violated the tenets of mutuality, was when 
they dared to invest some of their proceeds and received 
income. But what difference does that make +o our consider 
ation of the problem if the income they get is not taxable 
income? A, Not taxable income in the hands of the corpor- 
ation? Because it affects its character. 

Q. What difference does it make? A* Well, you change 
the character, and it makes a difference, 

Q. YOu are suggesting that even though that income 
is not subject to tax, it has changed the character of the 
mutual organization? Ae YER. 

Q. In your brief you say something about the common 
test of Mies ak beh Is that what you had in mind? 

A. You had better refer me to the text, so I can see it. 


Q- On page 11, near the top, you say: 
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Mr. Ham 
"The common test of mutuality, that there must 

‘complete identity between contributors and partici- 

pators' is not met ° by any mutual or reciprocal 

insurer in Canada —-—* 
As That is correct. 

Qe What is that common test of mutuality? You want 
complete identity between the contributors and the parti- 
cipators? fe, ES 

Q. You mean that because a policyholder misht go into 
the plan and conceivably acquire some interest in some part 
of the hold-back which represented a collection from a 
previous policyholder who had Tretired: and toaw in retiring 
from the plan he might leave Something there for the one 
who suceeds him -- is that the element which you say takes 
away the complete identity that is necessary between the 
contributors and the participators? A, It 1s one vor the 
elements. 

Q. What other element is there? This is gust on the 
question of the common test of mutuality. It is the only 
one you have stated in your paragraph? Ae That is 
correct. | 

Q.- So it must be the only one? Ae Yes, it is the one 
stated as the common test of mutuality. That in my judgment 
Poe. beet oe mutuality. 

Qe Are you not stating an impossible condition for the 
operation of insurance of any kind, that you must have a 
permanent group of contributors during the entire operation 
of the company, and that if one member retires or dies 
you should dissolve the ccoporation and start all over again? 
cnet. is the eaiternative, is it not? 

As, It may be the alternative, but I cannot see that the 
responsibility upon me is to suggest a method whereby the 


members of the Mutual Alliance can maintain their mutuality 
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and thereby maintain a right to exemption from taxation. 
: ie ig ig is impossible, then that is not my responsibility. 

Qe On that basis, then, you are Suggesting that whatever 
that small item which might be left by “a retiring policy- 
holder, and might accrue to the benerTit of ta succeeding 
policyholder, who in turn might do the same himself --~ you 
are suggesting that this small element -- A. It may or 
may not be small. 

Qe You are SUSSSSTING Ghat ons element, whose existence 
is uncertain, because loss may come in the meantime -—— 

Ae And it may not be small. 

Qe I am talking only about the Mutual Alliance operation; 
and the figures which were produced show that over a period 
of fifteen years the holdback of thirteen companies amounted. 
to two per cent, or $776,000, while in the succeeding year 

$530,000 of that disappeared in losses, additional losses. 
| You would agree that a holdback over a period*or’fi tT teen 
years for thirteen companies, amounting to only $250,000, 
is not a substantial amount? A. But the very fact -- 

Qe Would you answer that question and then make your 
explanation? A. The two per cent --— 

Q. But I am taking less now. J 6m saying that. in 
the sixteenth year they had losses which reduced -it to 
less than one per cent. Is that amount of holdback of 
such a chatacter that you suggest there Should still be the 
theoretical concern of ingistence upon strict mutuality; 
or should we not be realistic about it in the day to day 
operation of an insurance business? Ae would say that 
if it is an amount of two per cent which thereby changes 
the character of that organization from one of mutuality, 
do you not get out of paying taxes? 


Qe If the holdback has that effect? Aw Fess 
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Qe You are not suggesting that to the extent that your 
cortributors remain the same the holdback in those circum- 
stances and in relation to those contributors would affect 
the character of mutuality? Asc do) not Polvow your 
question, 

Qe To the extent that you have the same contributors 
from-.year to yOaT,..bhHeEn » your relationship to the holdback 
is an absolute relationship of the same contributors and the 
samé participators? Ase Yes. 

Qe To that extent you are not suggesting that there ig 
not strict mutuality? Ae No. Df there, 18 identity, 
then there is mutuality. 

Qe But it is only wha you have this change of policy- 
holders in the stream that you suggest, whether it is large 
or small, whether it is fractional or very substautial, 
that it would change the whole character of the operation? 

A. It changes the character of the organization. 

®e I sae. You do agree with me that it would be GLT Tarts 
uno impossible, to envisage the operation of an insurance 
business in the world as it is carricd on to-day, without 
that change in your policyholders and therefore in your 
contri buters <and participators from year to year? 

Ayal have not attempted to visualize it. 

Qs After all, you have been in the insurance business 
for some time? A. Yes, but I do not visualize what can 
happen to a joint stock company. 

Q» Your policyholders change from year to year? 

A. True; but we do not claim to be a mutual. 

Qo Perhaps that is the answer? As I think that ts 
the answer, 

Qe I say perhaps that is the answer to your problems 


of discrimination and unfair competition? 
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Hee lLTAa Noy think we nega to get on the theory as to which 
philosophical outlook is the sound one as between joint 
stock operstion or mutual operation. 

Q> No, but I am trying to get on a very realistic basis 
as to what is the day to day and year to year experience in 
the operation of an insurance business, whether it is mutual 
or stock, and you have 4 changing stream of policyholders, 
have you not? A. Yes, certainly. 

Qe One other question. Apart from the Shareholderst 
interest is there any element in the rates Which a joint 
Stock insurance Company may charge which would differ from 
the build-up of rates in a mutual operation? Ae I cannot 
say anything on that. I know how we make our rates -- 

Qe I am not asking you tneet I am asking you is there 
any element of difference, other than the shareholderst 
interest, represented by the underwriting Prorit:, that Litem 
of two and a half per cent to which you referred -—+, 

Ae Not knowing how mutual companies make their rates, 
I could not answer that, 

Qe Could you conceive of any? Ae I do not think Jf 
can even answer that. 

Qe Then let us POSat so a Gave weaye You say you put 
in your rate a two and a half per cent underwriting profit? 
Ae I do not think I said that. 

Q. Either you said it or Mr. Mann said it, ana I take 
it you are Speaking collectively. 

MR. MANN: I did not say thate 

THE WITNESS: It was in the quotation from the Masten 
inquiry. 

BY MR. HAYDEN: 

Qe No, the statement was made here that you had a two 


and a half per cent underwriting profit in your rate, 
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Ae I did not make any such statement, 

MRo MANN: I did not Make any such statement, That is 
the quotation from the Liou irs, 

BY MR. HAYDEN: 

Qo Is that your Aims win phe companies which you repre- 
sent? Ae Oh; roughly Speaking. 

Qe The actual rate, as I calculated it on the figures 
you have given in Schedule C, would run from 7.3 per cent 
GO perhaps Something over 5 per cent; that is your under- 
writing gain in relation to your premium income, ee 
think we have placed an exhibit in our Supplementary brief 
as to just what it has been over periods of ten yearSe 

Qe I look at the figures for the year 1940 and see 
that the joint stock company premium income was $73,000,000 
odd, while the underwriting profit was $5,422,000. Then I 
do my arithmetic, and it works Out at 745 per cent? 

A. That is so, 

Qe Naturally if you were making provision in your rate 
for underwriting profit, the amount you would provide would 
be a gross amount? Ae Oh, yes. | 

Qe Which undoubtedly would be intended to make provision 
for taxes? Ke. Yes. some companies may earn more and 
Others may earn less. Some will operate at a loss in any 
year, and others will make a bigger profit, 

MR. HAYDEN: That is all, thank you. 

BY MR .MANN: 

Q- There is just one short question I should like to 
ask, flowing from this examination. Senator Hayden referred 
tO schedule C, showing the increase in premiums and in 
underwriting profits of joint stock companies, Are you aware 
that in. the years following 1940, namely 1940 and 1941, 


there was a very substantial increase in three-year business? 
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Ae Tee, Chet is a-Tach. 

Qe And the three-year business would be represented 
by a three-year premium paid in one year? A. That is 
correct. 

Qe Which would be reflected in those figures? 

Aa Yes. There was an amendment to the statutes in most of 
the provinces, which had hitherto prohibited the writing of 
manufacturing and mereantile risks for more than one VeuI. 
That provision was removed, with the result that in 1940 
and following there was a blige influx of three-year business 
at higher rates, That would appear in the income of that 
year, but it was for a term of three years. 

Q- And it continued on into 1942? As Yos, > Ag 
policies expired, they were taken out on the three-year 
basis. 

Qe And to some extent at least this was the reason for 
the figures, which looked like an increase in husiness? 

Ae It was a substantial amount. 

Qe This almost seems to be a matter of er eument. (but 
might put this one question to you. My learned friend gave 
you an analogy between life inmeaurance on the one hand and 
fire, automobile and casualty insurance on the Other hand. 
It may be fair to put the commission Pight on sthiss hie 
insurance cannot be cancelled by the insurer? Peat 
understand that to be a fact. 

Qe Lire insurance always becomes a clain, except in 
one event; that is, in the event of the insured failing Go 
Pay his premiums? A. Yes. 

Qe It becomes a claim either in the form of the cash 
surrender value of the policy, or upon the death of the 
insured? Ae YES. 

BY MR. HAYDEN: 


Qe Did I understand you to refer to this heading in 
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Schedule C? Is that premium earned or premium income? 
A. That is net premium income, 

Qe Suppose you had three-year business; what amount 
of premium would you take into the one year? Ae The whole 
thing, 

Qe You earned the entire premium income in one year? 
my 2Or \ be purposes of the figure as put in the blue hook, 
Van Secech ai, im tie yoar.e. AS far as reserves are c oneern= 
ed, they are put up over the period, You only earn those 
reserves down with the effluxion of times. 

Qo That would be reflected in your underwriting gain, 
EMeny Would Gt not? A. No. 


Qe Where did you get the money to set up your unearned 


premium reserve? A. Out of the premium, 

Ge Then this ie <a net premium amount, Would you not 
lift the amount for reserves out of that? A. No. 

Qe Where does it come from?. aA, from the policyholder, 


Q- If you include the premium for a three-year policy 
in your premium income for the year, then you set up an 
unearned premium reserve? A, That is rights 

Q. Where does the money come from? A, Out of tre 
premiums, But it is not the premium reserve in these figures; 
that is in fact premium income, whether it is for taree 
years or twenty years. 

Qe Then you pay your income tax on anet premium basis, 
do you? As No, that has not anything to do with it. 
These figures here give you the net premiums, 

Qe Let me put it in this way. This represents written 
premium income? Aw ThatvisTr tenh, 

Qe And there is no statement in Schedule C of earned 
premium income? Aa TOs 

Qe On which basis do you pay your income taxes, or 


do you calculate them? 
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A. I could not answer that, because I do not fill out the 
forms, and I do not know anything about them. 

BY MR. GRAY: 

Qo Mr. Ham, how long have you been manager of the 
Canadian Underwriters Asso iation of Montreal? A. Just under 
ten years. 

Qe And prior to that time, I am informed, you were manager 
of an insurance company in Winnipeg? Ae That is correct. 

Qe For how long? fe PRO Merehs Loe oi to. 2056. 

Qe About six years? As About six years, 

Qe SO you have occupied a position, a managerial position, 
in the casualty insurance business for many years? 

A, A branch managerial position, 

Qe Have you brought with you a list of the companies 
referred to in your statement of Lopresentation, Ahateis to 
Say the 227 stock companies mentioned? Huey MeSe 1 have 
such a list, 

Q. May I have it, to put in as an exhibit? 
foc, eit 

Q. is there anything in this list to indicate which 
of these are the 167 members of the Canadian Underwriters 
Association? Ae No, there would be nothing on that list 
to indicate that. 

Q. Have you brought with you a list of the 167 members? 

&e I have not, but I would be glad to supply it to the 
commission. 

Qe Then perhaps by just putting an asterisk opposite 
these names you couid indicate which of the companies in this 
list are members of the Underwriters Association? 

Ae YOu mean now? 

Qe No, not now but later. Would you do that? 


Fis Less 
Q. Put an asterisk at the left hand side of the name of 
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the company to Show the 167 companies who are members of the 
Canadian Underwriters Association; and I wonder if you would 
help us still further by indicating, with a distinguishing 
mark, the identity of the 88 companies which you say are 
particularly represented in your presentation, as a committee? 
Hees, 1 can do that. 

Qe Thank you very much. in your brief I think IT’ rémembor 
that you adopted the argument of the income tax payers’ 
association main brief, filed with this commission, insofar 
as it relates to the insurance business. ts that correct? 
Peee ee COL they 1s correct. 

Q . What would you say is the relationship of the 
companies in this list just filed to that income tax payerst 
association, if any? A. None whatever, 

Q. Are these companies members of that association? 

A. They may be, but I do not know of any that are. 

Q. And is the Canadian Underwriters Association as such 
a member of the income tax payers! association? fe Lb 
1s not. 

Q. Is any association with which you are officially 
Pponnectved “sither a member of or a contrivutor to the funds 
of the income tax payerst association? A. Not to my 
knowledge, and I do not believe it to be so. 

Q. Reference was made at the opening to the report of 
the late Mr. Justice Masten in Ontario, in 1919, and I want 
to ask just one or two questions about that. in the first 
place the 167 companies who are members of the Canadian 
Underwriters Association, were they or were they not substan- 
tially represented in the Canadian Fire Underwriters Associa- 
tion, which appeared before this commission in Ontario in 
1919° A. Substantially the same membership. 


Q. And that is substantially the organization of which 
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you are now manager? Ae Yes, 

Qe And I take it,with regard to the opening submission 
of your counsel and also your evidence, that when you quote 
Prom thisiréeport, -a. part of it in support of your case, 
you are willing to adopt the whole report as having the same 
weight as that part you quoted? Ae As far as I am concerned, 
yes. 

Q. Referring just for a moment to the recommendations 
of that commission at page 40 of the report, I notice the 
first two are these: 

"My suggestions and recommendations as embodied 
in this report, may be summarized as follows: 
"1, Supervision and control by the province, 
of the Canadian Fire Underwriters Association, in 
the manner, and to the. extent set forth on pages 22 
and 23 ror this: report," 
Was that recommendation ever implemented by legislation? 
A. I believe it was, Perhaps you can confirm that, if I 
am wronge J believe it was, in the province of Ontario, 
and I am not sure whether it was done anywhere else. 

Qe» My own information is to the contrary. 

&£. Enabling legislation was passed. 

Qe How did it correspond to the supervision and control 
by the province of the association, as recommended by the 
commission? A. It depends on what you mean by control. 
They’ passed legislation, following the Masten reporte 

Q- But that did not embody, or did it, any measure of 
Supervision and control by the province of the Canadian 
Fire Underwriterst Association? As You} Lt broughts in 
the right of inquiry. I am speaking from memory, and it. is 
a long time since I looked at the statute. 


Q. I have the statute here to which you refer. To shorten 
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it up let me put it in this way. There is arpart: here: << 

Ae That is the statute to which LTeamereten ring, 

Qo And I suggest it only required vou tosfiire a copy 
of your by-laws and amendments thereto from time to time, 
and that was the only measure of the active submission 
of your body to the legislative control. An I right? 
Seno, Ll dovnot: think: thatuis right. I think the statute 
Speaks ror itself. 

Ns Meteus notre take any more time; but can you mention 
any matter of supervision and control recommended by Judge 
Masten which was included hn the legislation? Can you 
name any measurs of supervision and control? A. Well, 
for instance the superintendent has access to the books 
and can pursue inquiries. T am merely reading the side 
notes of the statute. The superintendent is empcwered to 
order a rate adjustment, and he has authority to require 
information to be filed, 

Q.- Has he authority to order a rate adjustment? Is that 
in the act? As It says: ; 

Mii euell bestherduty ofe the Superintendent, after 
due notice and after hearing before him, to order an 
adjustment of automobile rates whenever it is found by 
him that such rates are excessive, inadequate, unvairly 
discriminatory, or otherwise unreasonable." 

But I think the statute speaks for itself, 

Q- I did not intend to involve you in a discussion of 
the statute, but I will leave it in this way. The statute, 
pr, course, Will Speak for itself: but I thought you would 
agree with me if I said that the recommendations of the 
Masten report, in so far as they relate to supervision and 
control by the province, were not implemented in that legis- 


latione It is filed, however, and it is a question of fact, 
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THE CHAIRMAN: The witness would appear to indicate that 
it does, whether or not it is carried into practice. I am 
Sure Ado now Know That, Gut, the wording would imply super- 
Vision. | 

MR's GRAY: If you will permit me to give a little evidence 
ac a witness I would say to the best of my Knowledge, under- 
Standing and belief the Tecommendations of the commission 
were not adopted. In lieu thereof the only legislation 
is that which is now found in that part of the Ontario 
Insurance Act to which we can eas. ly rProrers. In substance 
it means merely that they must file their charters and by-laws 
ena *cnat Unere’is the Dighton acuiny. bythe Superintendent 
of insurance in certain cases, but not otherwise. 

Q. Now with regard to the report itself and ite findings, 
my learned friend Mr. Mann read a portion of the report, 

May I refer you now to page ll of the report and ask VOUn Le 
you aecept these findings asfnaving equal weight. A ret 
ask the reporter to copy into’ the PeCOEA, (iT he wits. Nhe 
part of that page which begins with the second paragraph-- 

MR. “PARKER? - I “do Cb yeeo es my lord, to having the record 
built up in that way. I suggest that the evidence in the 
record should be relevant evidence, and at the moment I 
cannot see how the question of whether and to what 
coat the Canadian Underwriters Association is controlled, 
or anything else, has anything to do with this Log, 

THE CHATRMAN: I fancy the report speaks for itself, 

We are not interested in dissecting it, but we will read 
ts 

MR. GRAY: Then permit me to confine myself to two 
Sentenees, and to ask this witness a qnestiun regarding 


theme There iS a refarence on page 11 to the New England 


Mutuals. I want you to identify, if you will, the New 
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England mutuals referred to On that page with the factory 
mutual fire insurance companies who have made their submission 
to this commission, 

MR. PARKER: I do not know that the witess should be 
called upon to construe the report. 

Mis GRAYS It is not a question of construing the report; 
it is a mere question of fact. 

Q. Are the New England mutuals referred to Pe Chis 
report, or are they not, the factory mutual fire insurance 
companies that have made their submission to this commission? 

MR. PARKER: The witness eae not possibly answer such 
a question in any court of law in this country. 

THE CHATRMAN: If you were in court, Mr. Gray, I would 
sustain the objection without hesitation, because the witness 
did not speak of that report; Mrs Mann spoke of it, 

It does not follow as a matter of cross-examination. How= 
evel, We-ars-not in court, so go ahead, 

MR. GRAY: Certainly I would want to follow any indi- 
cation of your wish in the matter, whether it were binding 
Or 8Ou,.0Of course; and Iam not going to trespass further 
since you indicate that you do not think it is relevant. 

I will just keep myself within the bounds of What I think 
you intend, I should like to read these two sentences, 
which I intended to do, and then see if the witness has any- 
thing to say about it. 

THE CHAIRMAN: Very good. Can you answer that question? 

MR. GRAY: I am going to abandon the question to which 
objection has been taken, Mr. Chairman, in acknowledgment 
of Mr. Parker‘s objection. At page 11 of the report of the 
Masten commission I read: 

"The third class of competition consists of 


unlicensed foreign companies, including foreign mutuals, 
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reciprosals and Lloyds. This is for the most part 
insurance which the insured-himself procures directly, 
or through his brokers, in the United States, Great 
pritein, «or other foreign perte, it largely consists 

of carefully selected PISKS, end 1S. En tie majority 

of cases, insurance covering manufacturing plants. The 
New ingland mutuals insure none but sprinklered risks, 

and one feature of their work is the very special and 
valuable inspection which they continuously make of the 
properties insured, They have undoubtedly been very 
Successful, and their action in Ontario has resulted 

in great reductions in the cost of insurance on sprinkler- 
ed risks." 

Dooyou think 16 16 4 fair question to ask this witness, 
Mr. Chairnan,after referring to the Masten Leporu, it fe 
accepts that finding in the same way and with the same weight 
as the one his counsel quoted? 

THE WITNESS : I would be most happy to accept it. 

BY MR. GRAY: 

Qe Then, here is another sentence, further down the page: 

"My conclusion is that the non-tariff companies do 
yield appreciable competition, and that competition 
ought to be encouraged as a natural and proper method of 
reducing premiums, and that great care should be 
exeroised in passing any legislation tending to lessen 
competition, 

"T thus conclude that there exists in Ontario’a com- 
bination of ate principal insurance companies who largely 
control the rates of fire insurance, and that large lines 
of fire insurance can be secured only at the rates pres- 
eribed by that combination." 


Do you accept that, Mr. Ham, as a valid conclusion? 
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Ae I have appeared all week as counsel for non-tariff 
stock companies, and I do BCCeptL Ai. 

Qe Thank you. Then on page 30 and following is a 
section of that report under the title "Unlicensed Insurance," 
and I simply call that to the attention of the commission and 
ask them if they will be good enough to note what is said 
there by the commissioner, Thad 26.cn pages<50, o1., On» 
and 33, down to the middle of the page ending with the words: 

"On 2hissphase: of ‘the inquiry I am not prepared 

to make any recommendation, but submit the facts as 

Stated above for your information and consideration." 
I want to ask you, Mrs Ham, whether at the time this report 
was made the companies that have appeared here, the reciprocals, 
the factory mutuals and the American Mutual Alliance, were, 
most if not ali of them, doing unlicensed insurance, and 
whether they are the group referred to in the Masten report? 

Ae I would not be able to answer that, because I was 
not interested in. insurance in 1918 to 1920, 

Qe But you have been intercsted in the Masten report, 
have... you.not? Ao. Yes,.ag a reporu, 

@« Just-be. fair to us now, and let us hear what you 
say about that? Ae I cannot make a statement as to who 
were the unlicensed insurers in Canadae There would be no 
record of them in 1918 to 1920. I would have no idea, 

Qe Is it a fact that your association -- and when T 
say “your"™ please understand that I mean the Canadian 
Underwriters Association or the companies which compose it-- 
were before the Masten commission at that time asking, 
among other things, that a tax be placed on these unlicensed 
insurance companies or on this unlicensed insurance, 
against every person who sought to insure property in these 


companies? A. It might be. I could not answer that, 
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Qo Mr. Ham, this is your association, and that is the 
report which you have cited, Can you not say whether or 
not that is a fact? As I cannon, LG. Fe not: within 
my knowledge. | 

Q- I wanted to ask another question, but perhaps you will 
not be able to help me in it. I wanted to ask you this 
with regard to the case that was then made for a tax on une 
licensed insurance in these companies. There was no ele- 
ment in there of service by the state to support your 
application, and by "your™ I mean the association, ror the 
taxing of these premiums, was there? A. No what? 

Qe No element of service by the state to justify a 
tax on unlicensed insurance, to the provincial treasury}; 
or was there? A, Will you restate the rquestion? ae 
want to answer it if I can, but I cannot follow it. 

Poel eo hense ito bhen\ This morning in making 
your statement you said there should be equality of taxation 
between these various groups of insurers because of their 
simil48?- position under government, and the service of 
government that they receive. Am I right? A. That was 
stated. I do not know whether I said it. 

MR. MANN? I said it. 

BY Mr... GRAY: 

Q- Well then, I am asking you whether, when your 
companies made a similar submission seeking the taxation 
of these same premiums in similar companies, there was any 
Such element to support your demand? 

A. I would not know that either, 

Qo If they were unlicensed would you not know? If they 
were not in Canada at § all? A. If they were not in Canada 
and had no rights, then of course there would be no element 


of protection of the state. That is self-evident. 
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Stock Companies who are here to-day from urging taxation 
OF the bremiums at that time? 

As A pparently it did not, because they urge LG. 

Qo I am Suggesting to you that Teally your Positing is 
ho different to-day than it was in 1919, and I wantyou to 
comment ‘on this, Just as in 1919 you sought to restrain 
unlicensed insurance by taxation, in the submissions you made 
to that commission, SO to-day you are Seeking to restrain 
Similar Competition by a new imposition Of tax; ana that is 
Your real] purpose, What do you say to that? Ae I say that 
is not the Lette 

Q- Very well, Let us recall] the attitude that your 
companies took on these four Oe caslons and) 1 Willy ues 
mention them, There was the attempt of Montreal Brokers 
to carry on business on behalf of Lloyds, in Montreal, 
which brought forth the insurance reference in 1916, Do 
you know about that? A. I know hothing about eu except 
having read the reference, 

Qe You know that your Companies were there involved 
in that litigation, and went ail the way to the privy counei] 
with it? WO hoe know that. I presume perhaps they 
were; I do not know, 

Qe It is in the TeECCrd, They were there, 

AAT I eA a the reeord, the record Speaks, 

Dee. Tot know; I was not in the business at that time, 

Qe Then on that Occasion, and in 1923, and in US el a 
and in 1942, the companies which you represent here to-day 
were ail represented in an effort to maintain legislation 
which excluded these companies from the Privilege of Carrying 
On business under license in Canada. Is that right? 


MR. PARKER: TJ think I would be derelict in my duty 
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as counsel for the commission if I let the record continue 
further without at least Speaking. I cannot see how the 
history of the dispute between these two groups of companies 
through the years has anything to do with this matter before 
the commission. If the commission feél they would like to 
hear about it, I will not make any further objection, but 
Peeve eel iG 1s ty plain duty to try to restrict the 
regord to some proper limitations. 

THE CHATRMAN: I am afraid I cannot see the relevance. 
Mr. Gray. 

MRe GRAY: Very well, then; I will not pursue LG 5 
i ED Ye ales Ww Bu age cts nage 

Qo The next question may be open to a somewhat similar 
objection, so before you answer Ly Mire ems. at Lae 
you to wait for my learned friend Mr. Parker to state the 
ebjetvGion,, if he has one, 

MRe PARKER: If the question is in the same category, 
why do you not decide it yourself and not ask it? 

MR. GRAY: I do not think I can decide it. I want %o9 
ask this witness if he could give us any explanation or 
any factual information to help us understand why the mutual 
fire companies are here in this inquiry and why the life 
insurance mutuals, governed by the same law and the same 
Subsection, are not here or under attack? 

MR. PARKER: I suggest that is just so much more 
objectionable. 

THE CHATRMAN: I do not need an objection from Mr. 
Parker in that connection. It is the choice of the minister, 
in preparing the terms of the reference. 

MRe GRAY: 2d could not find anything in the order in 


council about it. 1 do not find a word in. this orasr 4a 


council. 


29 
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MR. PARKER: You know why the factory mutuals are here, 
You do not have to ask the witness that Question. 

MRe GRAY: I have not asked him Vet. 

THE CHAIRMAN: Certainly if I were a witness in the box 
I would say, "I cannot answer that question," and he would 
De perfectly justified. 

MR. GRAY: He would be perfectly right and true in 
Saying it, but I happen to think this witness would not be 
able to say that, because I think he had an active part in 
the procecding. 

ae MANN: An active part in what? Ths as) getbens 
serious. 

THE CHAIRMAN: I would suggest that the witness answer 
the question. As I said before, if this were in court 
I would maintain the objection, absolutely. 

Mk. GRAY: Then please do not let me go on with it if 
you dO not think it should be there. 

THE WITNESS: I will be glad to answer the question. 

I do not know why the mutual life companies are not before 
this commission, or any life companies. 

MR. GRAY: Of course that ends it, then. 

Qe Now, Mr. Ham, reference has been made to certain 
reciprocal agreements respecting the taxation of income 
arising in Canada and in other countries to corporations 
which do business in more than one country. To what 
specific agreements does your testimony refer? 

A. I think my testimony was that I presumed there were 
such agreements. I have never seen them, but undoubtedly 
the Department of Finance would have that evidence. 

I do not know if they are in existence. It was presumption 
on my part. 


Q» SO you are not able to help me or the commission 


eae as Ser oe atu ae RY : 


j 


‘ 


wut nee seals hid te whee ee ke pi 
antag F sestaaed ciate: ek ay ate Om 

Ae Rec ERS: soe 
soba ek ekae Shrine sad éraq uv Eee Ge PR. ae | 


Pe ee) i i oo a ae ogee tate 
eas Ret hae a ay es eh as Aa ih ere OW a ie EE AE. WE fae 


hh Cled Wises ws bed 


Li; 
ae 
1S 


A ~ 
7 
Boa ee ee, es S ab fae ee Se eee: ee. ae 4 et) r ' 
Reo” Ge. Ree) ee ae ches Gott, ES Aw Ce Sie! : ae 
: Sp ee en Wee = @ 


r 1 ras * 
“tet th sete nbfiedes cane: Po ee a “i ae ae ‘ 2 ee as rf * 
ee g . i Snr cee - bs ‘ > » ( 
eat eae) Resumes OD IODC ey 1 AG satay a iy DES wt ag True Je Hs 
ye 5 , oa Po i hi a Cee he a he! v's 


- 
: ce KD ba Ne eee ria eros ke Pt, Mel «Eas 
a i, tee AO Ne FY) erg pei F That in Pais a 
oe : Fe 


“ts A ee , . a 
rioee z i: eee: eae x - sn tee Aaa 5 ; : :- Ti he a *1 
f : : : Fs ba sees eed Brune Mae ae i athe! * a ee Wiad eit ety ” were Ga j 
E F : iets) ARDS = alana (2 : 
* = 
-% ae Pena Et ce Ps. St ae 7 
» et ee Nhe arary, uy ve Ce 
wae ioe a BAY are bo App i Re “ i 
' a x 
i c ye . OO My 
Pe Pty ae a M3 t eats arcu aa he il 
-: ye as « M : 
; ey Sw wipe Ge q Laat oy <4 aoe u Nheg) 
(cam 28 | 
ES Wy 4 : 3 : , 
Re LES 3 Bee Ae . Ons « ‘ oy ; Lied 7 
. + it, P ~ 
; cM ’ 
* 
a cat Use A PS £ Lae ih Gre). “Sera! oh¢ 
4 - kw oe Ki ? os y cf, ¥ % 
: Cer £ Vale Phide cy é le : 
: : A Da PLES ORS tes sta faa Tu ae a 
‘ 
Sigs CT gun t , 4 Z 
ne ete | i le | E. Yr 3 Os hs FS 
Yi r 
. 
#04 r ais den P : . 
4 uF } 7 q . . 4 ve | “ud am 


. 
nid Hes i <5 yf etl . ‘ i 1 
tei 'S i aa Lt 4 
' a A 
cee j D A 
td * 4} hie art a 
\ 
$ a i a . 
’ & ra 
i % Ray ' AD a | 1 x Fs 
” 
t . a q 4 3 
lectus ie ‘ we 


-6415- Ur. Ham 


with reference to any particular convention? As Oh, 10; 
Gortveainiy not. 

Qe I should like to call your attention, and the 
attention of the commission, to the reciprocal tax convention 
which is published as part of this 1943 edition of the Income 
Was. ax Aots 1.18490 (in sphe.: 1 Gad wea sion. This was 
executed at Washington in 1942, 

MRe PARKER: When was it ratified? 

MR.o MANN: June 15, 1942. 

BY .MRe GRAY: 

Qe. At any rate there is no doubt about the ratification. 
It was agreed to on March 4, 1942. That is the only reciproc= 
al tax convention that I know of to which your testimony 
could refer; but if there is any other I would be obliged 
to you if at some later time you would let us know what it 
is? A. I am sorry. When I made the.reference I did not 
even know that this one existed, in the back of my copy of 
the Income War Tax Act. It was pure presumption that there 
was any such agreement. 

Q. It seems to me so important that I should like to 
ask another question; whether or not you are able to answer 
it remains to be seen. In that tax convention the only 
paragraphwhishl find that could have any relevance to this 
inquiry is paragraph (4) of article 3: 

"To facilitate the determination of: industrial 
and commercial profits allocable to the permanent 
establishment, the competent authorities of the con- 
tracting states may consult together with a view to 
the adoption of uniform rules of allocation on such 
profits." 
I want to ask you whether you can tell the commission whether 


any use is being made of that power which would affect the 
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subject matter of this inquiry? Ae On that question I 
would have no information at all, sir. 

Qe Then I suggest that in the absence of any other 
information, if seems that we ought to proceed as if there 
was no agreement between Canada and the United States, or 
between Canada and Great Britain, which affects the allo- 
cation of investment income of British and foreign stcck 
companies for taxation purposes. Is that right? 

MR.e MANN: I take it the o ommission will examine into 
the late 1944 discussions between the British government 
and the Canadian government, which probably will be avail- 
able. 

+ THE CHATRMAN: We will look into that,Mr. Gray. 

MR. MANN: There was an exchange of communications 
between his Majesty's government in Great Britain and the 
Canadian government. 

BY MR. GRAY: 

Qe Then as far as we are concerned, with the material 
before us, I continue my examination as if Toes was 
no effective agreement between Canada and any other country 
affecting the allocation of insurance company profits. 
Was there or was there not, to yourknowledge, an arrangement 
made by the British and foreign joint stock companies , 
acting collectively, with the Canadian tax office whick 
produced a special or particular formula for the ascertain-=- 
ment of taxable income? A. If there was I had nothing 
to do with oe and I know nothing of it. 

Q.- Do I understand you to say, then, that you do not 
know of your own knowledge whether or not such an arranges 
ment exists? A. That is corrects 


Q. And so, of course, cannot explain it if there is one? 
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Qe TS You able to help” us’ on) this. i think “your 


brief says that you wish to recommend to this commission 
the adoption of the principles of the legislation in the 
United Kingdom in relation to the mutual insurance business 
done in Great. Britain. Is that what you are recommending 
to this commission? 

Ae The recommendation is: 

"that the commission recommend that the 
administration of these measures be brought in 
so far as possible into harmony with the provi- 
sions of the administrative sections of the in- 
come tax and corporation profits tax branches 
of the British legislation." 

Q» In order to ascertain just what that means, do you 
mean that you wish to have this commission recommend for 
application to factory mutual companies in Canada a formula 
for taxable income similar to that applied in the United 
Kingdom? A. That is talking about administrative 
practise. 

Q. But IT asked you a different question. Do you wish 
to have the eetien read? A. No, that recommendation 
does not compass that, does not mean thate 

Qe Then if the United Kingdom allows mutual insurers 
to deduct, as an item of expense, their disbursements. 
to policyholders by way of dividend, do you agree that a 
Similar rule should be adopted and applied in Canada? 

Ao No. 

Qo Then what rule do you say should be applied to the 
treatment of repayments to policyholders by way of dividend 
or refund? A. What rule? 

Oe 1 tee wien Tees Do you want to tax it or not? 


A. Yes, want to tax it as premium, 
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Qe Even though it is not done in the United Kingdom, 
you want it done in Canada? A. Ca recte 

Qo I think you know that in the United States such 
deductions are allowed in the ascertainment of taxable 
income under all formulae acquired there? As Lodo not 
know whether that is 60 Under ally, DU J eccentG otha sil 
imagine it is correct. 

Q. SO really, then, your brief must mean tLe 5 that 
you are Striking out on 4a new line, and you want something 
done in Canada that is done neither in the United Roan 
nor in the United States. Is that right? 

As ane brief speaks for: itselr, We want the dividends 
the consideration, considered as premium. That may be 
different in the United States; it may be different in Eng- 
land. | 

Qe Even though it is not done in the United Kingdom 
and is not done in the United States? Pee: “DF sistuot St Thay 
done in either place, we would still recommend it. 

Q.» Do you know of any taxing jurisdiction in the world 
where the rule you propose is applied now? 

A. I do not know of any, 

Qe Then is there any other clement in the factory 
mutual balance sheet which you say shows an income which 
ought to be taxed, in addition to this refund to policr- 
holders? Ao Yes, 

Qs What ig it? Ae Any penalties they might exact 
upon cancellation of a policy or membership. Reinsurance 
premiums with other insurance companies. Investment income, 

Q. I presume that would also appear in the premium 
account and be taken up in the ordinary ascertainment of 
net premiums? Ae I would not be able to tell you how 


the mutuals do it. 
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Q- You could not imagine any premium account which 
did not take care of that, could you? A. Whose premium 
account? 

Q. Anybody's; any insurance company's premium account, 
anywhere? A. Well, just a minute. © Investment income 
would not be in the premium account? 

Qe I said the premium account? A. I mentioned 
Pour or Tre Tteme, You asked if they would not all appear 
in the premium account. Penalties do,’ . I assume, 

Q- You call them penalties. I have never heard the word 
used in that connection before, Have you heard it elsewhere? 

Ae it may be a misinterpretation of the word, but to 
me it is a penalty, 

Q. Never mind what you cal We; Cancellation refunds 
go into the ordinary insurance company's premium account? 

Ao That is correct. 

Q- SO it would be there. Then outside of the premium 
accounts what if any wrt of the income of the factory 
mutual companies do you recommend this commission to find 
Should be taxed? A. If the foreten companies are GO 
be exempt on investment account, I think that shoulda apply 
to factory mutuals, and only the premium account would be 
considered. 

Qs You have looked at the factory mutual: material 
Which has been filed here; you have had it before you, 

SO perhaps you can answer this question. If you eliminated 
investment income from the factory mutual account, and took 
only the balance of their premium account and called that 
taxable underwriting profit, could you find any substantial 
amount whatever to tax? A. The allocation in the praise 


of the factory mutuals indicates that you would not, but I 
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do not know, 

Q. That is the submission of the factory mutuals, 
that you would not find anything that would aaa ae 
Substantial income whatever. Are you able to give any 
contradictory evidence on that Pore. 

me, Certain iv’ an not, 

Qe Then it would appear to the commission, if they had 
to judge this matter on the evidence that is, in, that the 
taxation of the factory mutuals on the underwriting account 
as it is now made up, would produce no substantial amount 
of tax revenue, Is that right? 

A, That depends upon how the bookkeeping is done 
in the factory mutuals. I do not know, 

Qe You are not able to help the commission by suggesting-- 
te he I Could T would be Vory 21a Co AO SO. 

@{oThen one other question, somewhat along that Line. 
but I think it is a little different. Evidence has been given 
by Mre Freeman that for the twelve months ending March, 
1945, there was retained by the company out of moneys avail- 
able for distribution to policyholders a certain item which 
he said was 1.42 per cent of the premium deposits, which he 
said went into the reserve, Do’ you think that’ item eo 
held back ought to be included as a taxable item in any 
application of this Ineome War Tax Act to factory mutuals? 
Ae You wili have to give me a better description of what 
1.42 per cent is. 

Q. Let me put it in this way. A. That is what goes 
Lo reserve, 16 it? 

Qe Let me put it in this way. The factory mutual 
makes up its account for a twelve months period, and it 


has certain income and outgo. That shows that there is 
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available, that is there remains from the premium deposit 
received at the beginning of the twelve months, .93.49 

per cent of the premium deposit, and they decide to return 
only 92.0 per cent to the policy holder, which means that 
they reserve in the hands of the treasury of the c ompany 
i249 per cent. of the premium deposit. That was the evidence 
given yesterday. Are you suggesting that this ought to 


be the subject matter of tax, to be applied under the 


cncome Wer Tax Ace Abs LE Ghbe Dew tpeome, 1th should. be 
taxed. 
Deities Veo ts. 14 not taxable, tneoue. Asi 1 am not 


interpreting that. 

Q- I thought you might want to say something about 
that; that is the only reason I raised the POUNE oa ul, 2d 
not sure whether this next question will be of any. Lelkps 
but I will ask it anyway. The information filed with this 
commission yesterday shows that at the end of 19.56, or. the 
twelve months! period 88,60 per cent of the premium deposit 
was available for return, but 94 per cent was paid back to 


the policyholders. in other words, although because of 


unfortunate experience in that year of 1938 -- that was the 
year of the hurricane -- they had left only 88.6 per cent 


of the premium deposit they paid to their policyholders 
M40 DET. icent. | 
MR. PARKER; No» That is an absolutely impossible 
thing mathematically. It would be impossible to pay back 
94 per cent. They may have paid an amount out of some other 
fund equivalent to 94 per cente 
THE CHAIRMAN: They evidently made a loss to that extent, 
MR, GRAN Vege my lord. 
THE CHAIRMAN: That is not paying back, then. 


MR.*SGRAY: Actually they did pay back. 
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THE CHAIRMAN: It must have been paid out of other 
funds in their hands. 

MR. GRAY: I would still maintain, with great respect, 
that it is paying back; for this reason, that what they did 
obviously was to draw upon their reserve eccount, to the 
extent of something over $1,000,000. 

THE CHAIRMAN; That is another fund; that is from 
accumulated reserves, I take it? 

MRe GRAY: Yes, but they put that into their current 
account and then, having satisfied all their liabilities -- 

THE CHAIRMAN: Tf you will Say that they paid it, but 
HOUT tNat they paid’ it back. 

Wie GRAYS” Very good, sire li wild be glad to make that 
amendment, The fact Te Sony ee bring to the attention 
of the witness is this, and I think it is independent of 
that difference in terminology. 

Ye With the deficiancy in 1938 of 88.6 per cent, 

and the payment of 94 per cent, there is a difference of 

Oe4 per cent. The’ surplus in March 1945 was 1.42 per cents 
I want to know from this witness whether, putting those 

two facts together would affect his judgment as to whether 
this annual addition to reserves, when it OCCUrS,.i1S properly 
a taxable item? A. When you say "paid back” is it actually 
paid back or is it merely just a book SOGrys 

Qe It 1s paid back if the policy is terminated, Presuming 
the policy is terminated at the end of the year, it is 
actually paid back in cash. See if you can be of any help 
to the commission in your submission as to how the taxing 
officer should deal with that situation, in the application 
of the Income War Tax Act? Ae I cannot answer it. 

IT 1%. 18° in Antone’ it should be taxed: 18 ste noe oo 


I cannot follow the method of accounting of the factory 


mutuals. 
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es a Lar alt’ T have gov oleariy ae to your position 
is that you want so-called dividends or reimbursements of 
the premium deposits taxed. Now, what other element, if 
any, in the factory mutuals? A. <Any other element of 
income. And if it is a fact that foreign companies are 
not taxed on investment meen i @O mon see Why Tactvory 
mutuals, being foreign companies, should be taxed. If it 
turns out the other way --- 

4 That just leaves it as a generalization. A. Yes. 

Qq- You gave us some figures this morning with respect 
to factory mutuals which I have not yet seen. Have you got 
them with you? A. Here they are, 

Q. This is an exhibit which you produce showing the 
factory mutuals Canadian business from 1936 to 1943, 
inclusive, and it shows net premiums written and net loss- 
es incurred, and losses charged to Ganada. Ae YOu 
possibly may not understand that reference; it has refer- 
ence to a paraeravpir in your Driver. 

Qs Il think T understand 10. Whe toss characd va 
Ganada is 7 per ‘cent of the total loss lor tual period, 
and you produce an excess of the actual loss incurred -- 
no, in excess of the amount charged to Canadian members 
over the actual loss which physically occurred in Canada. 
What conclusion do you wish this CommiSsion to draw from 
those figures? A. The only conclusion T would sian: 
could bes drawn, or that I would put before the Commission, 
is that in that period, whatever your rates might be, they 
absorbed a loss of $1,500,000 of actual Ganadian loss. 
Applying the formula of 7 per cent of total loss to the 
figure of total lossfor factory mutuals in the United 


States and Canada, it produces a charge on your books 
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against Canadian business of $1,500,000 as against actual 
Canadian loss of $1,100,000. That leaves an actual charge 
against Canadian business of $384,000 in excess of actual 
Ganadian Loss. 

Q- May I put my question this way: to put it collo- 
quially, so what? Bs So thar, 

a4- SO what? What do you wish them to conclude from 


that? A. They can draw their own conclusions from 


Q- We would like to have your Opinion. what do you 
conclude from that? A. What those figures show is my 
conclusion. The significance’ of them may mean one thing 
to you and may mean another thing to someone else, or to 
Me « 

Q- Tell me their significance to you? A. the 
Significance to me is that when Canadian business, as such, 
receives so much in premiums, and paid out so much in loss- 
es, it must mean something. That is the Canadian opera- 
tion of those companies. But with respect to the books of 
tie Tactory mutuals, by. applying that formula, there is 
charged to the Canadian policy holders $384,000 in excess. 

Qiandimey Totake it you approve: Gur formule to 
distribute the loss proportionately among our membership? 
A. It depends upon what purpose it is distributed for. 

Q@. For the operation of the company. “You donot 
think that is a wrong thing to do -- or do you? 

a. (L.oo nol Presume to ecive you sdyvice, 

Q. Am] to assume that that is the advice you are 
giving the Commission? A. The Canadian business should 
stand on its own feet, as Canadian business. 

Qg.- Is that what you wish the Commission to believe 


from this formula? A. There was no ulterior motive, 
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i Gan assure you, in wheat = said. 

Q- I want only the obvious answer, with no reference 
to the ulterior. What do you suggest the Commission should 
think about that? A. They can ses what effect the form- 
ula you suggest has on the actual Canadian operations of 
the companies in Canada. 

Q- In other words, you wish them to think this, that 
in the period with which you are concerned, that is a 
period of four. years, 7 per cent of the business located 
in Canada contributed more in premiums proportionately 
nat 1b did tin loss? A. Yes, and another four years, 
possibly the next four years, might show the reverse. 

Oe sirrecisely. So what? So far’ as the Conmission 
is concerned, how are they to apply that information? 
Tien, you meferred to the fact in your evidence with 
respect to mutuals -- and I suppose you meant factory 
mutuals doing business by way of re-insurance with their 
other companies? A. Yes, I meant mutual companies, 
generally -- factory mutuals and others. 

Q- What conclusion did you wish the Commission tv 
draw from that submission? A. I know the name of the 
Manufacturers; and what is the name of the other one in 
the group? 

Q.- The What Cheer Mutual Fire Insurance company. 

A. My suggestion is that a re-insurance transaction be- 
tween Manufacturers Insurance Mutual Company and the 
What Cheer Insurance Company is a transaction with 
people other than members out of which venture a profit 
may be made for the benefit of either of the companies. 

Q. Have you looked at the policy which was issued? 
A. I was not supplied with a policy. 


Q.- Where do you find the "*non-member™ with whom 
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they are doing business? Who is the non-member? 
&. The other insurance company: 

Q- I am afraid you have not looked at the contract 
or heard Mr. Freeman's evidence, or that you did not 
understand it, because I think he made it clear -- made 
two things clear, which I shall place before YOu tha 0f 
would like you to criticize what I have to sayy At AFOUL . 
wish, because I am going to say that Mr. Preemants 
testimony, as I understood it, definitely showed this: 
first, that the placing company had no profits of any 
sort arising from this re-insurance, because it returned 
to the insured business the full amount that it received 
from the re-insuring company, both in relation to loss 
and return of premium. That is’ the first point he made. 
&-» Well, with respect --- 


Q 


» @nd no profit; you do not dispute that) do you? 
&. I do not dispute it; but it does not get us anywhere. 

Q- My point was this, that the insured had a direct 
right of action against the insuring company, in his 
contract, and was by virtue of the contract a member of 
the re=-insuring’ company. Did you get that? prea erie fe | 
not get rthatsexplanation, either, 

Q. Then; assuming that that is the iaet, whet 
becomes of your point in relation to the cagueie mutuals? 
A. If, of course, What Cheer becomes ipso facto 4 mem 
ber of the Manufacturers Mutual Insurance Company, 
immediately upon getting a policy from them, then of 
SOuPSSe “Chere 1S no pom bat "ae. 

Os OF Gourse not. Actually it is quite differen: 
from that. If he insures the XYZ manufacturing company 


he is, by virtue of that contract, a member of each of 


the individual re-insuring companies. Ae “Of course, 
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in order to place a construction upon that I would have 
to see the policy. . 

Q. Well then, we will have to leave it at that. 
But I call the attention of the witness and the Ccommis- 
Sion to the fact that whether or not wr. Hamts point 
and argument is properly applied to Others, the nature 
of the transaction applied to the factory mutual fire 
insurance company. 

Then, one other thing about these tLe Sede oe 
Supplementary brief, referring Perircuso rig (Go e xh brie 
Band CG, you have given premium figures for the factory 
mutual companies in the left-hand column on both pages. 
[CI object to the figures you have given, and I say that 
they are incorrect and misleading on'the basis of tes- 
timony already given. Therefore I should like to read the 
correct figures into the record. so that the commission 
Wilt not be misled by this exhibit. A. Well, it 
Should be noted that the figures are blue book PLBULes:, 
pi Curse. Your complaint, T onder anes not against 
my tabulation, but against the figures which are supplied 
by the blue book. 

THE CHATRMAN: Of course the way to do it would’ be 
to put a witness ee the box to , make the correction. 
XOuU May State the correction, and that is as far ae Be 
Wise Oo 

Mies Ghani. L Shelli do 2h ahortiy and it would ask 
the reporter to take these figures down as being the 


Correct ones Por L245, in. Pxnibit ©. These are’ the 


figures: 
The Arkwright - $ 199,311 
The Blackstone - 209,472 
The Boston - 259,288 


The Cotton & Woollen 129,201 
The Fall River 61,645 
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The Firements Mutual $ 190,491 
Manufacturers Mutual 841,861 
Philadelphia Manufacturer Legor e 
The Protection Mutual 82,504 
The What Cheer bao, oom 
The Worcester oO” ,0535 


You will observe that those figures are anywhere from 
qdouple GO Dreple the amount you fave Here % 

MR. MANN: What is the total? 

MR. GRAY: -I have not totalled it. 

By MR. GRAY? 

Q. They are double to treble the amount cited in 
your exhibit, and I would simply say that although I 
heave not the figures for 1938 relating to exhibit B, Tuam 
quite confident a similar variation would be found in 
taeat respect. If you adopt the figures. I have given 
you as correct, what conclusion can the Commission draw 
from exhibit C? A. Well, if they are doubled. oz 
trebled in premium, and the tax figures remain the same, 
and the expense figures remain the same, relative to the 
premiums there has been less tax and less expense per- 
centagewlse » 

Q. And, of course, the comparison falls down with 
the other companies at once, does it not? Ae TOs, 
quite. 

Q. So that the comparison goes out the window. 

And what conclusion do you wish the Commission to draw 
from the factory mutualst exhibit? A. 2X wowld Like 
to have the opportunity of supplying approximate figures 
for different companies to compare with your figures, 
which you have just supplied so we will see what the 
result is with comparable joint stock companies reaching 
volumes nearest approximating the companies and figures 


you have just given. 
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Q- Yes. Then; one further question and [ shall have 
finished. At page two of your main brief you have set 
forth a description of the types of mutual insurance and 
in A described as "mutuals operated in accordance wi th 
the principles of mutuality" I notice that paragraph two 
is the section under which factory mutuals ought properly 
GO 0S included, in your classification. A Nov cena 
judgment, sir. 

Q- Where would you put them? Ae TL would not pee 
them in that classification, at all -- in any of the 
classifications. 

Qs You would not put them in any of these classifica- 
tions? me NOS 

Q- Not even under the so-called mutuals with taxable 
income? As Oh, yes, I was, looking at the first three, 
Yes, they would come under the so-called miatuals with 
baxeoLe income. 

Oe Woeh division? A. I would have to read them 
over. Certainly it would not be the first one, because 
you, are not, organized under provincial insurance acts, 
Then, it would not be under the second one, csither, or 
Ens TouTth or Che fifth. They would come under @, foregien 
mutuals, where it states: 

"Foreign mutual insurers may operate on any of the 

bases mentioned above or variations of t hem,’ 
So, under that particular classification we can put factory 
mutuals. 

2. you have not attempted to describé them, at all? 
A. That is correct. 

Q. We are just miscellaneous. As S¥e?. 

Q. I suggest that we would come properly under A (2), 


according to the words you use in that section. 
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A. I cannot accept your Suggestion. 

Q. Why not? What is there that distinguishes us 
from the companies in A (2)? A. Because the member 
has only a right with respect to the fund, but not a TiLLnG 
to it. 

Q. Where do you find those words in 4 Beale 
A. You have asked for the distinction. 

Q- I do not see anything like that in A (AV, 
towehe ce net tere. 

Ri het me read A (2). gy Pr aes the reason you 
dO 0G Seb in there. 

Q. I do not see those words anywhere else. Ae) 
states: 
"A Band C may incorporate and the corporation may act 
aoa) medium to incur tHe necessary expenses for opera- 
tion and to collect contributions from Ay 2 eee 
to a common fund.* 
Is that not the factory mutual fire insurance companies? 
A. A Short description of them, yes. Yes, they might get 
within those words. JI can assure VOU You. were: nob in tend = 
ed to be within them, and I do not think you are within 
that group of true mutuality. 

Q.- Well, we will leave it there, with this Suggestion, 


that those are the only words I can find in your analysis 


<s 


vhich seem to be descriptive of our Opera ti-one, 
BY MR. MASON: 
Q.- The hour is getting late, and I shall be extreme-~ 
Ly eed. 
THE CHATRMAN: It seems to me that with all the 20 od 
Will in the world we will not be able to finish tonight. 
If Mr. Ham is examined further, and Mr. Hurry is examined 


at some length, we will not be able to finish today, and 
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we will have to impinge on our administrative period on 
Saturday, with a view to continuing tomorrow morning. 

That is all we can do. Unfortunately, Mr. Nadeau was 
called to Montreal, and will not be here, but we will do 
the best we can. That being so, we might finish with this 
witness now, and then adjourn. 

MR. MASON: While I intend to be very DrISl y= aS. not 
wish that to be taken as an indication that [ would not 
like to take longer. There are many things I should like 
to cover, but I shall refrain from that temptation. 

BY MR. MASON: 

3. Wiil you please look at page eleven of your first 
braer. 1 listened with ereat' care to, the explanations 
you have given to my learned friend Mr. Parker, and to 
the Commissioners, as to the meaning of paragraph B at 
page eleven. I must ask you now to enlighten me further 
upon 1b. “Perhaps I am so tired I did not understand your 
answers properly, but I should like to know definitely 
what paragraph B means. 

Cue y-taret: OL alll would ask you Tf iyoulia ve uimadic 
a seneeuy study of the subscriberst agreement that is a 
portion of the brief for the American Reciprocal Associa- 
tion? Ae Yes, I have vead 10, since, J’ retei ved our 
Orrers 

Q. Looking at paragraph B, I want to put certain 
Sumy Le .quections to you, the first of which ts thtey 
Supposing in a given year a subscriber to an exchange 
paid $10,000, and that $5,000 of that was consumed as 
his share of losses and expenses, and that $4,000 was 
put to the credit of his reserve account, and the remain- 
ing $1,000 was returned to him in cash, in the ensuing 


year what taxation would you levy upon that subscriber, 
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if you applied the principles which you are enunciating 
here? A. I do not think I am enunciating any principles 
of taxation, except the broad one that among competitors 
the tax should be on a comparable basis. My réply to. you 
with respect to that is that if (A) takes $10,000 and puts 
it into a fund to be self insured he must have earned more 
than $10,000 if he had a taxable profit, because he must 
pay tax on his profit. So he is taxed on that. He puts 
$10,000 into a special account as a self insurer. That 
$10,000 may earn income. On the income the self insured 
iS again taxed as part of his actual income. You say the 
reciprocals are self insurers. By taking $10,000 and 
putting it with the attorney-in-fact (A) is able to set 
up $10,000 as an expense for insurance. When he zets 
credit back IT suppose he reduces the expense item by the 
amount tof the credit. \But that fund, because of’ the 
INOUE ELON-oT ithe attorney-in-fact, comes back as an 
expense; whereas if he built the fund himself he would be 
taxed tO. gett, and pay texes' ton ‘the earnings of 1b4 

Q. And, having given me that, wold you mind answer- 
ing my question? I have asked that, because [ do wish to 
understand what you mean in paragraph B. Tell me how you 
would tax that man in the circumstances I have outlined. 
A. I have not evolved a theory on taxation. 

Q-.- You say -- 

"The tax on income and profits in respect of unin- 
corporated bodies such as reciprocal exchanges and 
inter-insurers who act through an attorney-in-fact, 
be assessed to income tax upon the respective mej 
member." 

In my supposed case, how much will you assess under that 


category? A. As yet IT have not had the job given me 
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of drafting the taxation statutes, so I cannot tell you 
that, 

Q@. Then, you do not know what this means, CRO me as) © p's 
As. LSay the income should bse taxable. 

Q. Do you know what it means; do you know what your 
proposal means when you carry it into éffect? Ee XE 
HUVGRnOb Carried 1%.into .etiect, 

Q. You are saying to the Commission that this should 
be done, and I am asking you, before the commission, what 
you are suggesting they should do, and with that in mind 
i have @iVen you @ concrete case. JT should Like to have 
AeCOUC re Gea mS Wel A. Ll Gannot give you a conorete 
answer, offhand. I would have to draft a summary. 

Q. This is not offhand; you prepared it some weeks 
ago. Pa) Not the system of taxation of reciprocals. 7] 
nave nov prepared that. 

Q- (Ls.that the best you can do for me? KANT Oi gt dca 
Isto Weay 1 can do Tor .you. 

peteeioew, 1 Shall (Reve, fo ape) .Gonvent«. Another ques- 
tion: assuming that the $4,000 I have mentioned hypo- 
thetically 206s into the credit Of a subscribers’ /aceounts, 
and assuming that that were invested so that it bore 
income, what do you say about the liability of that in- 
Cons in the wnands of the subscriber, or because 10 is in 
an account as credited to the subscriber, under the 
present, Income Tax Act? Ka LL think thet ts) cammings. 
it AS ais Toney. and Ne, is2liabie. to be Taxed) on ths 
earnings on that money. 

Q@. And he is liable to be taxed, under present 
bOnGgLiDlOnS., On 10,5 2.8 he mots As Yes, that. is onire 
correct. 


Q. As an individual subscriber? A. Yess 
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Q- Then, why do you tax anybody else other than the 
individual subscriber as to the earnings made on invest- 
ment income? A. The only suggestion here is .that the 
attorney-in-fact be assessed on income tax and excess 
profits tax. 

Q.- You are not answering my question, at all. 

Ba Weld Men aNenit: tol, 

ears LL PRTLOW you do, but probably we are both tired, 
POS Rotawiem to: bewkupatient: think about itva minute. 
You know that under this system of reciprocal insurance 
all the moneys that come to subscribers at an exchange 
are apportioned to the subscriber, and are credited to 
their individual accounts. hei LOS, Ohat is whe 
function of the exchange. 


Q.- And you know it is a probability that each sub- 


ie) 


sceriber has an individual account? ie sLchny Cts 

Q@. If a proportion of that money, the $4,000 TI have 
Nenvien sd Aina Ss case) tis veredited to the subscriperts 
Peco a Tt carns. income, by belme anvested . tien 
under present conditions that subscriber, although he uas 
not got that money in his pocket -- it is income within 
the meaning of the Income Tax Act today, is it not? 
Peeler oua wiuke bo rbe sure of haw. 

MR. PARKER: _There is no evidence of it. 

/ 
Tn woo. Lido. not. know whether 20 46:-0r now. 
BY MR. MASON: 

Q. All one has to do is to look at the Income war 
Tax Act. I do not like my learned friend's interruption, 
where he says there is no evidence of it, because one has 
only to look at the Income War Tax Act to see whether or 
not that is correct. And, while I am not arguing, I put 


it to you that it is futile to speak of investment 


Phi 
vel 
. 
ae 4 3 
an 
F 
‘ 


E-13 


=6435- Mr. Ham 


income of what you call an exchange, because that invest- 
ment income is to the credit of individual subscribers, 
and the individual subscriber must have his own account 
with the taxing authorities of the government as to the 
amount for which he is responsible. Do you agree with 
that? As eS. 


Q. Then, do you agree with me further that when you 


ae 


tax as you are suggesting in your brief, the effect would 
be to make the insurance much more expensive to the 
individual subscriber? A. Ido not think there is any 
question about that. 

Qe Leonernoy think there scould be. “And Gust "Letime 

Srataryeons CuUner DOints Youcsay i=" 

"That the attorney-in-fact be assessed to income tax 
and” excess profits Lax in Te epect ae the income and 
business profits of such organization remaining in 
hisvrands .% 

What do you mean by that? What are you going to tax? Are 
you going to tax the corpus or the income received from 
the corpus? Let us take the $4,000 again; are you going 
to apply the income tax and the excess profits tax to 
$4,000, or to the income from 44,000? A. All we are 
talking about is income. It would be what portion of 
income would remain in his hands; either he pays it, or 
the subspriber pays it. 


In the instance we gave the $4,000 is placed to 


&) 


his credit. You are not suggesting that income tax and 
excess profits tax be levied on the $4,000? A. Yes. 
Q- You are suggesting that this tax be attributed 
to the income from the $4,000? fis US Gia 
Q. My suggestion is that that $4,000 -- at least 


that income goes to the credit of the individual subscriber 


44 
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and is a matter for which he is already responsible. 
A. I dado not know whether he is responsible until he gets 


it, or when it is credited to him. I would have to look 
that up. 

Q. iL understand at least to some extent what you 
have in mind with respect to what is edu tLeble \ipu gi 
still do not understand it clearly. A. When that was 
written I did not know as much about reGciprotals as. Taio 
now. 

Q-» Are you responsible for paragraph B yourself? 

Bt APO, LR Consultation, 

Q» Is there somebody else who can tell us more about 
paragraph B than you can? As Not unless: Mr. Mann can, 

MR. MANN: and Mr. Mann will not be a witness, fT do 
DOUGH AnE. | 

BY MR. MASON: 

Q. Do you agree that the science or art, or whatever 
you call it, of insurance, has progressed greatly during 
the last twenty years? AY T do not know whether ois 
a Science or an art; and what is progress? 

Q@-.- That is why I used both terms. Ay "What “Vs the 
Significance of the question? 

Qe There has been a good deal of development in 
respect of the various types of toverage, and so on. 

As GS, (4570 the soope of cover. 

Q. Would you think the best thing to give the 
Commission, as evidence of what is now the proper thing 
to do in respect of insurance, is something which was 
@on8.in Tild@pcisiin 1911 or-in Toronto in: L916 or 2okes 
A. Certainly not, if they were dealing with a form of 
cover. But that was not the purpose of the commission 
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Q. We will not worry about that. I think you have 
aereed insyour vrief with the suggestion that in a recip- 
rocal exchange subscribers are both insurers and insured. 


As Where do I agree with that? 


Q- You say that at page seven. Han VOCy.T . vrememper 
that. 
Ge @had do you seree) with hat? fe) aYes | Acursees 


possibly the exception. 

Watwec, Auranhexcephion, tor Jehat met? As “That 
they are both insured and insurers? 

Qs Yes, both insured and insurers. Ae Yessy epnas 
Le COrroct@ul think .« 

Q.- Then, you had some controversy with my leamed 
friend Mr. Haydon about whether there was a fixed premium 
in the case of the Mutual Alliance? Ae ( Ness 

Qa. Do you say there is a fixed premium in the case 
of reciprocal exchanges? A. I would want to give con- 
sideration: to that question. 

Q@. Do you not know that the provisions of the con- 
tract do deal definitely with the allocation which must 
be made of the moneys paid in? Boe Oy Would ia Venn 
Study the contract. 

Js, Youwould not like to anewer it mow? ee! “hoe 
not without studying the contract. 

Q. You do say somewhere in your brief that the 
destination of the money has not anything to do with 
the matter of taxation. A. Give me that reference, 

Q@. I think I can, but it would take me some time. 
yee, WES an a 

Q.- And you also said that you agreed with the 
principles as to insurance which are set out in the 


Thorvaldson brief. A. You mean the Income Tax Payers 
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Association? 

a. Yess As) eS. generally speaking. 

Q. And this is really the point I should like to 
have discussed: you adopt this as your statement, as it 
Bpocersnel. pete SIX, Paraeravh ten, i That brier : 

Pimjavor (One House “or Lois decided tn the case wast 

a company limited by guarantee and formed by employ- 
ers to indemnify themselves against liability for 
fatal accident. claims that the company's income was 
not asgessible to tax on the principle of mutuality, 
although the company did not repay to its members 
the surplus receipts from premiums but carried them 
be Leserve." 
Do wou Seree with that? A. Phec is merely a stacgement 
of the court in the Southwestern Lancashire case, under 
the circumstances of that case. I believe there was such 
a case, and that such a decision was arrived at. 

@. Do you know of any decision Which’ expresses any 
Goubt as 00 that decision of (the House of Lorde —="wel i, 
perhaps I am dealing with a matter which should be dis- 
eussed.in areument. Then, one question Turtier: nave: you. 
as a matter of fact, read the case to which reference is 
made in the brief, the case of Jones V. Southwest 
Lancashire Coal Owners Association? A. That is re- 
ferred to there. 

Q-. And you have read the judgment in that case 
by Viscount Dunedin? A. Yes, but it was months ago. 

Q« I shall not take the time. to examine upon 4t, 
but IT shall read a portion of it so that 10 mey be drawn 
to the attention of the Gommission. This is what we 


find at page 853,:-in 1927 Appeal Cases: 
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~6439- Mr. Ham 
"The whole case for the Crown rests on the idea that 
because in a single year the premiums received ex- 
ceed the sums paid in respect of the losses in that 
year the balance represents a profit. It represents 
BO SCR CAIN. TE Ls Simply a sum of money which 
is carried forward in order that it may be available 
to meet expensive losses in a future ear pore at At. i1s 
found in the end to be redundant, be returned to 
the shareholders either in the form of reduced pre- 
miums or of cash. ‘The basis of the Crownts case 
seems to me to fail, apart from the fact that £ 
agree that the present case is absolutely ruled by 
the case of New York Life Insurance Company v. 
Styles. 
THE CHAIRMAN: Well, it is delightful to get back to 
the law reports. | 
MR. MANN: And it would be more delightful if the 
circumstances of the case were related to the Commission. 
MR. MASON: TI .could do ie Da) OUte ha WL See sr eh ae 
for the benefit of my learned friends who are nob here, 
that in the judgment of Viscount Cave, Lord Chancellor, 
at page 833, he says: 
wife yiaow, | therefore, that the insured, who are also 
the insurers, carry on their business through a 
medium of a company, was properly treated as 
immaterial.’ 
MR. MANN: There is a little matter of identity there, 
is there not? 
MR. MASON: I think the witness has already described 
my identity, and that is sufficient. 
THE CHAIRMAN: I think we have had sufficient for 


today, and we will resume tomorrow morning. At what time 
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-6440- Mr. Ham 


do you suggest? 

MRi PARKER: At whatever time the Commission thinks 
aeésirable., 

THE CHAIRMAN: It will be at 9.30 again. 

MR. MASON: I hope I will not be considered dis- 
courteous to the Commission if I leave tonight, although 
< should like to have participated further in cross- 
examination tomorrow. 

THE CHAIRMAN: I think it would be unwise to proceed 
further this evening, because we are all somewhat jaded. 
Maw BRUCPERTOON: 2D, GOO, Nope that’ 7 will not be 
considered as being discourteous if I do not appear to-~ 

Morrow GO Cross-examine. I do not think it will Be 


necessary. 


The Commission thereupon adjourned to meet 
pave y Bprhl 21. at 2.50! a.m. 
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